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INTRODUCTORY  STATEMENT 


^  The  foundations  of  American  business  were  laid  during  recurring 
^,  waves  of  expansion,  settlement,  and  construction—a  general  process  which 
"^^came  to  be  known  as  "the  opening  of  the  West". 

^  At  the  bottom  of  our  recent  depression  it  was  frequently  re- 
Vjmarked  that  capitalism  was  no  longer  in  aposition  to  expand  because  there 
was  no  longer  a  frontier  and  no  great  new  industry  in  need  of  building, 
financing,  and  exploitation.  Shrewd  individuals  pointed  out  that  the 
World  War  absorbed  the  energies  which  up  to  that  time  had  been  used  in 
"opening  the  West".  After  the  World  War  the  automobile  made  it  possible 
to  build  suburban  America  and  contribute  to  the  experience  of  the  city 
citizen  the  sensation  of  pioneering.  It  has  been  thought  that  the  adap- 
tion of  our  civilization  to  the  automobile  absorbed  a  portion  of  the 
national  energy  comparable  both  to  "opening  the  West"  and  the  World  War. 

The  history  of  American  capitalism  suggests  that  it  needs  vig- 
orous exercise  to  keep  healthy.  After  a  number  of  years  of  lassitude, 
industry  is  active  without  having  lustily  entered  upon  a  program  compar- 
able with  the  accomplishments  upon  which  it  grew.  In  this  study  there  is 
delineated  a  picture  of  an  antiquated  industry  calling  for  the  technical 
genius  which  has  made  America  great.  There  is  portrayed  here  an  inade- 
quacy of  homes  and  housing  and  an  opportunity  to  raise  the  American  stan- 
dard of  living.  Hidden  in  this  situation  lies  the  prospect  of  new  values 
which  for  the  moment,  however,  are  difficult  to  capitalize  and  difficult 
to  weave  into  our  financial  structure. 

This  study  comes  to  the  conclusion  that  a  very  great  volume  of 
building  is  needed  which  could  stimulate  general  business  recovery  more 
than  PWA,  CCC,  WPA,  and  AAA  together; •  and  which  could  last  longer  than 
filling  depression  shortages.  Yet  the  evidence  in  this  report  indicates 
that  in  the  broadest  sense  the  building  industry  will  act  provide  ful- 
fillment soon. 


June,  1937 


C.  W.  YOUNG 
President. 
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BUILDING  IS  A  DISORGANIZED  INDUSTRY  TOICH  IS  OUT  OF  STEP  WITH  THE  mCHINE  AGE. 

1)  Building  is  an  industry  of  smll-^oale  units  operating  without 

coordination  and  with  a  raaxiraom  of  iieste.       j.„.  ,4-. 

2)  Not  until  the  present  time  has  the  industry  n»rohandised  its 

31  AfSf^e* Industrial  Revolution  there  were  phenomenal  i"0^«^=4^ 
?^  the  efficiency  of  nearly  every  industry  e^ept  construction. 

4)  In  ?he  long  run  building  activity  is  geared  closely  to  population 
'         tre^s!  Ov«r  shorter  periods  its  volume  falls  into  periodic 
waves  of  activity. 

TOTAL  CONSTRUCTION  VOLUME  TOLL  INCREASE  FOR  SEVERAL  YEARS. 

1)  There  are  no  complete  and  adequate  measures  of  construction  and 

huildine  in  the  United  States. 

2)  ContracHonstruction  declined  in  1933  to  209?  of  the  average  for 
^    the  years  1925-28.  Without  Federal  aid  the  total  would  have 

been  still  lower.  .,       i.„tp 

3)  Contract  construction  in  1937  will  be  little  more  than  one-half 

of  the  averae-e  for  the  years  1925-28. 

4)  Building  vSoml  will  gradually  increase  to  a  peak  xn  the  early 

5)  Pri!^tely  financed  construction  is  increasing;  publicly  financed 

is  decreasing  in  importance. 

NON-RESIDENTIAL  CONSTRUCTION  TOLL  SHOW  ONLY  MINOR  GAINS  IN  1937. 

1)  The  high  vacancy  ratio  preve-nts  general  nation-wide  activity  in 

commercial  and  office  building  construction. 

2)  Industrial  construction  is  increasing  along  with  corporation 

profits.  There  is  little  new  financing  for  construction. 

3)  Private  utility  construction  is  increasing. 

4)  Public  building  in  1937  will  be  less  than  in  1936. 

RESIDENTIAL  BUILDING  IS  LEADING  THE  INDUSTRY  UPWARD. 

1)  Our  need  for  new  homes  is  tremendous.  We  should  build  900,000 

dwelling  units  annually  for  the  next  five  years. 

2)  There  is  little  likelihood  that  we  can  build  enough  to  take  care 

of  our  needs . 


II 


THE  HOUSING  PROBLEM  IS  BECOMING  MORE  PRESSING. 

1)  The  disorganization  and  the  inefficiency  of  the  construction  in- 

dustry is  at  its  worst  in  residential  building. 

2)  There  has  been  little  residential  building  except  what  is  neces- 

sary to  tsGce  care  of  population  growth.  Since  1920  we  have 
turned  over  our  housing  at  the  incredible  rate  of  only  once  in 
142  years . 

3)  Less  than  half  of  American  homes  measure  up  to  minimum  standards 

of  health  and  decency. 

4)  The  American  housing  problem  is  not  a  temporary  one  arising  from 

the  depression. 

5)  Our  real  housing  problem  consists  of  the  fact  that  housing  has 

been  going  backward  instead  of  forward  in  the  United  States. 


A  LABOR  SHORTAGE  IS  APPROACHING. 

1)  Building  volume  this  year  will  be  about  half  of  previous  good 

years . 

2)  Building  labor  supply  is   as  fully  employed  as   in  1928  and  1929. 

3)  Wages  are  advancing. 

4)  A  survey  made  by  Young  Management  indicates   that  building  labor 

supply  is   inadequate  to  lift  construction  to  levels   of  previous 
good  years . 


RENTS  WILL  CONTINUE  TO  ADVANCE. 

1)  Building  costs  are  advancing. 

2)  We  cannot  increase   our  housing  supply  fast  enough  to  offset 

housing  deraajad. 


THE  BUILDING  BOOM  IS  OVER-RATED. 

1)  Our  real  estate  debt  level  is   100^  higher  than  it  was   in  1922. 

2)  Total  public  and  private  debts  are  at  the  highest  point  in  our 
history. 

3)  Wage   rates  are  responding  to  the  scarcity  factor. 

4)  In  recent  months  building  costs  have  been  advancing  faster  than 

purchasing  power. 

5)  The  real  estate  market  has  not  been   "cleaned  up".     A  large  num- 

ber of  properties  await  foreclosure. 

6)  In  contrast  to  conditions  of  the   last  cycle,   rising  food  costs 

are  competing  with   rising  rental  costs  for  the  consumer's 
dollar. 

7)  Ifeich  of  the  construction  of  the  last  cycle  was  financed  unsound- 

ly.    Until  we  find  a  substitute  for  real   estate  mortgage  bonds 
and  certificated  mortgages,  building  volume  will  tend  to  lag. 


INTRODUCTION 


M. 


\ 


Building  is  one  of  man's  oldest  activities.  Its  beginning  is 
lost  in  the  mists  of  the  stone  age  when  the  cave  dwellers  first 
piled  stones  and  broke  boughs  from  the  forest  trees  to  form 
their  huts.  In  the  development  of  the  building  art  it  is  inter- 
esting to  note  the  similarity  between  ancient  tools  and  materi- 
als stud  those  used  today.  Very  early  man  learned  to  use  flint 
axes  to  form  timiber  and  to  shape  stones.  Early  habitations  were 
formed  of  mud  and  wood  and  through  all  history  th.is  branch  of  con- 
struction has  developed  generally  along  the  lines  of  lumber  and 
masonry. 

From  merely  a  shelter  of  one  room,  building  advanced  through  suc- 
cessive stages  of  adornmsnt,  endurance,  comfort  and  safety. 
Through  subdivision  and  inclusion  of  accessories  on  a  background 
of  changing  social  customs ,  housing  has  become  a  conplex  mechan- 
ism in  which  ihe  original  function  of  shelter  has  been  over- 
shadowed by  the  conveniences  and  luxuries  that  have  come  to  be 
associated  with  it. 

This  evolution  has  involved  complicated  problems  of  management  and 
workmanship  which  led  to  the  division  of  labor  into  specialized 
crafts,  but  the  organization  of  the  industry  has  remained  essen- 
tially the  same.  The  great  changes  which  have  revolutionized 
transportation  and  manufacturing  since  -the  Industrial  Revolution 
have  not  had  much  effect  on  the  housing  field.  There  has  been 
much  in5)rovement  in  equipment,  such  as  plumbing  and  heating, 
lighting,  ventilation  and  improved  building  materials,  but  the 
actual  methods  of  construction  have  changed  little.  The  industry's 
unemployment  problems  have  not  been  technological  in  nature. 
Building  stands  today  as  Mie   one  large  handicraft  industry  in  a 
machine  age.  * 

This  is  the  background  for  the  building  problem  in  the  United 
States  which  is  explored  in  this  report.  While  no  industry  except 
agriculture  exceeds  building  in  its  social  implications,  we  shall 
deal  with  ttiis  phase  of  the  problem  only  as  it  becomes  necessary 
to  comment  upon  a  curious  mixture  of  socially  constructive  pur- 
poses and  economically  destructive  activities. 
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GENERAL   COMMENTS  ON  CONSTRUCTION  INDUSTRY 


The  activities  olassed  as  construction  are  directed  at  providing 
and  mintaining  the  entire  physical   plant  of  ihe  nation.      The  size 
of  the  industry  is   variously  estimated,   ranging  in  good  years  from 
17.000  000,000  to  $11,000,000,000  depending^po'n  thi  comprehensi^:. 
ness  of  the  term  "construction*'.      The  industry  can  be  taken  to 
cover  the  entire  volume  of  construction  going  on  in  the  country 
inclusive  of  force  account  work  and  maintenance  or  it  can  be  de- 
fined as  merely  contract  construction. 

The  former  would  include  all   expenditures  for  housing  arid  building 
tu.n«^.  ;   ^11  roads   and   streets,    irrigation  projects,    railroad 

tunnels,   and  other  projects  generally  called   "public  works"  or 

public  utilities".      There  are  no  accurate  and  complete  records   of 
construction  activity  in  the  United  States   defining  the  term  in 

n^«'o^''^!'^  ^^""^l:     ^^''^  ^""^  '^■^'•^^  estimates  available,   however.* 
One  of  these  estimates   is  given  in  chart  5  and  in  the  appendix 
page  I.     Total   construction  can  be  classified  - 


1) 
2) 


As  to  ownership,  that  is,  public  or  private,  and 
As^^to  organization  carrying  on  the  work,  that  is, 
force  account"  or  contract. 


The  estimates  of  total  construction  in  chart  5  include  all  of 
these  classifications. 

"Force  account"  construction  represents  the  operations  undertaken 
by  various  industries  and  governmental  bodies  with  their  own  em- 
ployees, whereas  contract  construction  includes  all  operations 
performed  by  construction  firms  under  contract  with  the  one  for 
whom  the  project  is  undertaken.  Much  of  the  work  involved  in  the 
building  and  maintenance  of  roads  is  carried  on  by  government  em- 
ployees .  Railroad  and  communication  companies  perform  most  of 
their  construction  work  with  their  own  forces.  The  United  States 
Department  of  Commerce  has  estimated  that  force  account  construc- 
tion was  probably  33?^  to  40^  of  the  total  construction  activity 
in  1929.  "^ 


*   These  include  the  estimates  of  the  National  Bureau 
of  Economic  Research,  Federal  Employment  Stabiliza- 
tion Board,  The  Engineering  News  Record  and  the 
Works  Progress  Administration. 
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In  most  discussions,  however,   the  term  "construction  industry     is 
not  used  so  inclusively  -  referring  only  to  contract  construction. 
The  Bureau  of  the   Census  defines   the  industry  as   "construction  by 
contractors".     This  excludes  all  force  account  work.     Private 
agencies  n^ich  compile  data  on  volume  trends   generally  base   iiieir 
estimates  on  contracts  awarded  or  some  figure  equivalent  to  con- 
tracts awarded.     The  data  compiled  by  these  agencies  varies  widely 
in  the  reported  amount  of  construction  taking  place.     In  the  main 
these  differences  are  due  to  variations   in  the  amount  of  public 
and  private  or  force  account  and  contract  work  included  m  the 
estimates • 

The  term  "building  industry",  as  we  shall   subsequently  refer  to  it 
in  this  discussion,   narrows    the   scope  of  the  field  further.     Build- 
ing is  differentiated  from  construction  in  that  shelter  of  some  sort 
is  also  implied.     This   excludes  such  projects  as  roads,   river  and 
harbor  work.     The  building  industry  then  refers   to  the  activities   of 
organizations   engaged  in  the  erection  of  buildings .     Most  concerns 
(except  cement  companies)  whose  securities  are  publicly  traded-m, 
market  their  products  chiefly  to  the  building  industry. 

In  any  discussion  of  the  industry  it  is   important  to  bear  in  mind 
these  differences  of  definition.     In  this  study  all  construction 
activity  in  the  United  States  will  be  referred  to  as     total  esti- 
mated construction  in  the  United  States";  the  term  "construction 
industry"  will  refer  to  contract  construction;  and  the  term    build- 
ing industry"  to  that  phase  of  the  construction  industry  which  is 
engaged  in  the  erection  of  buildings. 

Organigation  of  the  Industry 

The  present  day  structure  of  American  homes  has  changed  but  slightly 
for   generations.     It  is  still  mostly  a  combination  of   timber  framing 
and  masonry  fabricated  on  the  building  site  and  pieced  together  by 
the  "out-try-and-out  again"  method. 

The  business  of  erecting  houses  has  responded  less  than  any  other 
industry  to  the  great  underlying  changes   in  transportation  and  manu- 
facturing technique  set  in  motion  by  the  Industrial  Revolution. 
Actual  methods  of  house  construction  remain  about  the  same  in  an 
industrial  world  whose  markets  have  been  based  on  mass  production 
of  standardized  units  at  prices  reflecting  increasing  benefits  of 
extensive  research.     Any  changes  of  employment  in  the  industry  have 
not  been  technological  in  nature. 

Back  as  far  as  our  records  go  about  ttie  same  proportion  of  mn'  s 
effort  a^tiL  has  been  given  to  the  subject  of  housing  -  about 
one!tenth  to  one-fifth.     The  general  form  and  character  of  the  in- 
dustry go  back  to  the  Guilds  of  the  Middle  Ages. 
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The  building  industry,   unlike  oil,   shoes  or  steel,   does  not  repre- 
sent a  ol ear-out  entity.     It  is  merely  the  total  of  a  large  niamber 
of  more  or  less   related  industries .     It  is  neither  centralized  nor 
organized.     It  does^not  even  have  a  statistical  technique  that 
contributes  to  the  solution  of  its  problems.     It  has  given  prac- 
tically no  oonsiderition  to  the  merchandizing  of  its  product.     In- 
stead of  single  organizations  coordinating  activities  to  produce  a 
final  product  in  quantity  and  ready  for  use  by  the  buyer,  building 
operations  are  divided  among  different  sub-groups  as  disorganized 
as  the  actual  work  of  construction  itself.     Building  has  been 
called  the  most  disorganized  industry  -  next  to  agriculture. 

The  factory  process  does  not  apply  to  building.     For  the  most  part, 
fabrication  is  not  conducted  in  central  establishments  -with  a 
permanent  labor  force  from  which  the  finished  product  is  sent  to 
the  retailer  or  consumer.     The  industry  is  predominantly  an  indus- 
try of  small  units.     The   Census  of  Construction  of  1929  prepared  by 
the  Census  Bureau, ^reported  that  only  30,600  establishments  out  of 
a  total   of  1 45, OCto  covered  had  an  annual  volume  of  business  of 
125,000  or  more^     S!he  breakdown  of  the  gross  volume  of  contract 
business  for  these  establishments  was  as  follows: 


Type  of 
Establishment 

Small  contractors 
Sub -contractors 
Operative  builders' 
General  contractors 


Number  of         Average  Annual         Total  Volume 
Establishments  Volume  of  Business 


113,799 

15.081 

750 

14,766 

144,396 


I  9,000 
125,000 
205,000 
286,000 


♦1,035,453,000 

1,879,376,000 

153,524,000 

4,217,367,000 

7,285,720.000 


Of  the  total  work  done  by  small  contractors  about  90^  was  in  building 
and  5%  in  highway  construction.  Approximately  65^  of  the  total  for 
the  general  contractors  was  in  building,  15^  in  highway  and'  street 
work  and  13^  in  public  works  and  utilities. 

Most  of  the  work  of  Hie   group  which  averaged  only  |9,000  per  estab- 
lishment falls  in  the  residential  building  field  and  this  is  the 
part  of  the  industry  where  the  most  inefficiency  is  found.  The 
factory  process  finds  no  counterpart  in  the  operations  of  these 
local  builders  conducting  what  may  be  called  a  small  retail  business. 
Use  of  labor-saving  devices  by  these  establishments  is  the  exception. 
Frequently  there  is  no  permanently  maintained  labor  force.  Ifeich  of 
the  labor  is  recruited  for  each  job.  The  average  contractor  makes 
very  small  quantity  purchases .  Many  are  of  the  shoe-string  type 
whose  limited  capital  does  not  permit  them  to  save  by  discounting 
bills.  Mat.i;rials  are  dumped  on  the  building  site  to  be  worked  over 
by  hand -manufacture .  There  is  usually  a  maximum  waste  in  handling 


these  materials • 

According  to  the  Census  of  Construction,  about  26^  of  the  total  work 
was  carried  on  by  sub -contractors .  These  sub-groups  do  not  always 
work  together  to  turn  out  the  best  product  possible  at  the  lowest 
cost.  More  often  each  group  is  interested  only  in  self -promotion. 
This  "sub-group  consciousness"  has  complicated  the  building  process 
still  further. 

Operative  builders  are  not  very  important  in  the  entire  building 
picture  ,  for  in  1929  they  accounted  for  only  2%  of  the  total  volume 
of  business  done.  However,  their  importance  varies  quite  sharply 
between  regions,  for,  in  general,  they  perform  a  greater  volume  of 
building  in  the  East  than  they  do  in  the  South  and  West.  Most  of 
the  work  of  this  group  falls  in  the  dwelling  house  field.  Very 
often  such  building  has  been  connected  with  the  promotion  of  devel- 
opment projects  and  has  resulted  in  shoddy  construction  which  has 
in  many  areas  reacted  on  the  confidence  of  the  public  in  such  builds 
ers.  Yet  this  type  of  construction  offers  possibilities  for  cost 
reduction.  We  have  indicated  above  that  the  very  small  contractor 
who  builds  one  or  two  houses  per  year  operates  at  a  cost  disadvan- 
tage because  of  an  inherent  inability  to  take  advantage  of  devices 
and  means  to  increase  the  efficiency  of  its  operations. 

Given  the  will  to  do  so,  the  operative  builder  can  realize  on  some 
of  these  potentialities  through  a  better  coordination  of  labor  and 
materials  supply,  better  organization  and  integration.  Frequently 
material  cost  reductions  can  be  made  in  this  way. 

There  is  one  division  of  American  building  to  which  these  observa- 
tions of  inefficiency  apply  with  less  force  than  in  the  residential 
field.  That  field  is  the  erection  of  large  office  buildings,  apart- 
ments, schools,  etc.  The  problem  of  centralized  control  over  the 
building  job  has  been  solved  reasonably  well .  This  superior  organi- 
zation has  come  about  naturally  through  a  greater  application  of 
standardization.  In  other  words  this  branch  of  building  is  more 
nearly  in  keeping  with  the  development  of  the  machine  age  than  any 
other . 

The  cost  of  nearly  every  article  entering  the  family  budget,  except 
housing,  has  undergone  a  significant  change.  The  factory  technique 
has  been  applied  to  practically  every  item  from  food  to  beauty  treat- 
ments. 

In  a  broad  way  the  efficiency  of  an  industry  can  be  measured  by  the 
change  in  its  output  per  worker.   The  trend  of  individual  output 
reflects  the  trend  of  efficiency  of  labor  methods,  organization  and 
capital  equipment.  While  this  measures  the  increase  in  efficiency 
derived  from  all  sources,  the  sensational  increase  has  been  due  to 
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an  increasing  application  of  capital  to  the  manufacturing  process. 

Phenomenal  increases  have  been  shovni  in  the  output  per  worker  of 
the  common  articles  in  everyday  use.   The  U.  S.  Bureau  of  Labor 
Statistics  has  estimated  that  62.4  man  hours  per  acre  were  required 
for  the  production  of  wheat  in  1350.  By  1924  this  had  declined  to 
1.6  man  hours.  From  1838  to  1932  production  of  cotton  sheeting  per 
operative  increased  about  600?^.  It  required  1832  hours  of  labor 
time  in  1863  to  produce  100  pairs  of  shoes.   In  1923  it  required 
only  107  hours,  or  a  relative  increase  in  productivity  per  hour  of 
about  16  times. 

The  trend  in  per  man  output  for  the  first  quarter  of  the  present 
century  is  shcjfirn  by  the  estimates  of  the  National  Bureau  of  Economic 
Research  I 

Industry  %  Increase 

Agriculture ^z% 

Mining 99^ 

Manufacturing  42-^ 

Transportation  ^q% 

Average ^q^ 

Perhaps  the  beat  example  of  the  items  included  in  the  manufacturing 
total  above  is  the  automobile  industry.  In  1899  the  output  per 
worker  per  year  was  1.56  vehicles.  In  1925  this  advanced  to  9.76 
or  an  increase  of  more  than  500^. 

The  e^erience  in  the  building  industry,  however,  contrasts  sharply 
with  these  general  developments .  Data  is  not  available  to  make  com- 
parisons as  precise  as  those  described  above,  but  the  evidence  is 
definite  and  clear-cut  that  there  has  been  no  increase  in  efficiency 
m  the  building  process  comparable  with  the  gains  in  autos.  steel, 
and  T^eat.  Immediately  after  the  World  War  there  was  a  severe  short- 
age m  labor  in  the  building  trades  accompanying  the  general  dis- 
organization of  working  forces  of  the  War  period.  As  a  result  prod- 
uctivity m  building  construction  decreased  measurably.  In  1920  it 
is  estimated  that  bricklayers  on  ordinary  wall  work  laid  substan- 
tially fewer  bricks  per  eight  hour  day  than  prior  to  the  World  War. 

In  a  few  years  productivity  was  back  to  the  pre-war  level .  In  re- 
cent years  of  declining  activity  in  the  industry  there  has  been  a 
decided  increase  in  labor  productivity  as  employment  declined.  The 
Engineering  News  Record  has  estimated  that  from  1926  to  1929  the 
gain  in  productivity  was  Q%.     It  is  estimated  further  that  productiv- 
n^.   building  trades  labor,  taking  1913  as  100,  was  about  111  in 
1926.  116  in  1928,  and  139  in  1931.  Since  the  data  is  based  upon 


building  activity  in  New  York  state,  in  which  a  large  proportion 
consists  of  large  buildings  where  modern  methods  are  extensively 
employed,  it  seems  reasonable  to  conclude  that  there  has  not  been 
a  corresponding  gain  in  residential  productivity. 

After  an  exhaustive  study  of  all  of  the  data  available  on  this 
subject  Mr.  A.  F.  Bemis*  has  estimated  that  productivity  of  labor 
in  dwelling  house  construction  in  1920  was  estimated  to  be  about 
QOt   of  the  pre-war  period.   Subsequently  during  the  twenties  the 
decline  of  this  period  was  narrowed  but  in  1927  it  was  still 
slightly  below  the  1913-14  period.   This  estimate  reflects  changes 
in  mechanical  factors  and  management,  as  well  as  labor  efficiency. 

These  observations  do  not  hold  true  for  the  building  supply  indus- 
try as  contrasted  with  the  actual  job  of  constructing  dwelling^ 
houses.  The  manufacture  of  many  articles  which  enter  into  resid- 
ential construction  has  been  transferred  from  handicraft  to  factory 
methods  with  a  gain  in  efficiency  comparable  to  the  gain  reported 
for  all  manufacturing  industries.  But  this  gain  has  not  been 
passed  on  to  the  home  builder  in  the  process  of  manufacturing 
these  articles  into  a  house. 


♦  The  Economics  of  Shelter. 
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Building  Cyoles 

Building  activity  holds  a  fairly  steady  relationship  to  population 
in  terns  of  very  long  averages,  but  from  year  to  year  its  ^lui^ 
gyrates  more  widely  than  that  of  most  industries.     Over  a  lonT^ 
period  of  time  building  has  absorbed  about  the   same  proportion  of 

TS"^     H      '  'r°^-     ^"''^'^  ^^^^^«  P^^  -^*  °f  populations^ 
remai^d  nearly  constant  in  the  United  States.     It  is  not  surpris- 

ing     therefore     that  building  fluctuations  appear  to  many  to  be 
both  unintelligible  and  inexplicable.  ^ 

Wiile  we  still  do  not  laiow  enough  about  construction  and  general 
economics   to  relate   the  two  closely,   our  knowledge  of  the  inter- 
relation  of  building  with  social,  economic  and  governmental  forces 
has  expanded  considerably  in  recent  years.     It  is  to  be  hoped  that 
we  continue  to  increase  our  understanding  of  these  fluctuations 
for  there  18  no  field  offering  greater  opportunity  to  contribute 
to  economic  stability.      Chart  1  compares  volume  trends  in  building 
with  other  important  divisions  of  our  economic  life  during  the  last 
inajor  economic  cycle.  ^* 
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The  index  of  heavy  construction  ir  based  upon  engineering  construc- 
tion contracts  awarded,  as  reported  by  the  Engineering  News  Record, 
corrected  for  changes  in  costs.  Residential  construction  is  based 
upon  the  Brookings  Institution  estimates  of  dwelling  units  pro- 
vided in  the  United  States  from  1920  through  1936,  with  the  year 
1919  estimated.  The  indexes  of  agricultural  and  manufacturing  vol- 
ume were  calculated  by  the  U.  S.  Department  of  Agriculture  and  Fed- 
eral Reserve  Board,  respectively. 

The  wide  amplitude  of  the  building  cycle  contrasts  sharply  ^^^^^ 
that  of  agriculture  and  manufacturing,  especially  the  former.  It 
will  be  noted  that  there  was  not  a  uniform  movement  as  between 
residential  and  engineering  construction.  Using  1923  to  1925  as  a 
base  of  100  in  all  cases ,  the  number  of  points  change  reported  dur- 
ing the  cycle  from  the  highest  point  to  the  lowest  was  as  follows: 


Agriculture  .  .  .  .  . 

Manufacturing  .  .  .  . 
Residential  Building 
Heavy  Construction 


21  points 

56  " 
100  " 
130 


ti 


The  greater  amplitude  in  heavy  engineering  construction  than  in 
residential  is  due  chiefly  to  a  higher  peak  in  the  favorable  period 
because  residential  construction  approached  closer  to  the  zero  lev- 
el in  1933  than  other  types  of  building. 

These  fluctuations  have  a  wider  meaning  than  even  their  space  range 
implies .  They  suggest  the  different  approach  of  each  industry  to 
the  job  of  fitting  its  volume  into  the  general  business  movement. 
In  agriculture,  volume  is  maintained  fairly  constant  and  output  is 
moved  into  consumption  through  the  variable  factor  of  price  while 
in  manufacturing  price  is  not  so  free  to  change  quickly  and  fully 
in  order  to  move  goods  into  consumption  without  comparatively  sharp 
volume  fluctuations.  The  real  antithesis  of  agriculture  is  building, 
Here  price  changes  little  and  very  slowly  so  that  adjustment  to 
general  business  conditions  is  made  by  exceedingly  large  volume 
changes • 

In  agriculture  and  to  a  lesser  extent  in  manufacturing,  prices  are 
brought  down  to  a  level  where  people  can  buy  them  in  quantity.  But 
in  building  we  see  periodically  the  spectacle  of  a  great  essential 
industry  starving  with  high  prices  and  a  declining  volume.  In  such 
a  period  there  appears  to  be  an  endless  circle.  Relatively  high 
prices  affect  adversely  the  nation's  ability  to  carry  on  a  large 
volume  of  building,  and  a  declining  volume  leads  builders  and  labor 
to  resist  declining  prices.  Customarily  the  circle  has  been  broken 
in  the  past  by  purchasing  power  rising  to  the  building  price  level. 

In  the  down  turn  of  the  business  cycle  ability  to  buy  or  finance 
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new  building  declines  faster  than  costs  decline.  In  the  upturn  of 
the  general  cycle  building  responds  when  purchasing  power  advances 
faster  than  costs  increase.  It  maintains  a  good  volume  so  long  as 
these  elements  are  in  a  favorable  relationship.  High  building 
costs  is  a  relative  term  whose  influence  can  restrict  voliame  both 
at  the  bottom  and  the  top  of  the  building  cycle. 

Originally  these  differences  in  production  and  price  policies  of 
agriculture,  manufacturing  and  building  were  probably  due  to  dif- 
ferences in  the  durability  of  the  product  turned  out.  We  believe, 
however,  that  the  present  status  reflects  something  more  than  this 
fundamental  difference.  It  reflects  a  disorganized  building  in- 
dustry static  with  traditional  approach  that  has  not  kept  pace 
with  the  changing  industrial  technique  of  mass  production.  We  are 
here  referring  to  the  fabricating  job  of  putting  materials  together 
into  a  physical  structure  —  not  to  the  manufacturing  process  of 
many  of  the  materials  themselves.  Building  is  characterized  by 
handicraft  repetitive  operations  carried  out  on  the  construction 
site.  Each  product  turned  out  is  an  individual  one  -j^ich  varies 
from  others  in  size,  quality,  materials  used,  workmanship,  etc. 
The  result  is  a  nearly  complete  absence  of  uniform  units  of  build- 
ing. 

A  longer  range  comparison  of  building  cycles  with  general  business 
cycles  is  given  in  Chart  2.  This  chart  shows  the  three  great  waves 
in  building  activity  since  1875.  The  length  of  each  of  these  cycles 
was  about  one  business  generation.  Measuring  the  cycle  from  low 
point  to  low  point  the  first  got  under  way  in  the  late  1870 's  and 
lasted  until  the  turn  of  the  century.  The  second  cycle  Twas  com- 
pleted with  the  unusually  low  volume  of  building  during  the  World 
War.  The  third  major  cycle  lasted  until  1933.  While  each  of  these 
cycles  ran  its  course  in  a  general  business  background  which  dif- 
fered from  the  others,  their  similarity  of  pattern  is  striking, 
even  if  allowance  is  made  for  the  influence  that  the  World  War  had 
on  building  activity. 
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It  is  dangerous  perhaps  in  the  type  of  dynamic  movement  that  we  are 
having  now  to  draw  conclusions  entirely  from  historical  pattern, 
but  the  habits  of  the  building  cycle  are  such  that  we  can  reasonably 
look  for  a  peak  in  the  present  upward  movement  of  the  building  cycle 
in  the  early  1940 »s.  Attention  is  called  to  the  fact  that  this 
chart  and  this  conclusion  refer  to  private  building.  As  we  have 
seen  in  the  last  major  cycle,  the  peak  of  total  construction  may 
not  coincide  with  the  peak  of  its  major  division. 

When  one  attempts  to  relate  these  major  waves  of  building  activity 
to  a  general  business  index,  difficulty  is  encountered  at  once. 
There  is  no  pattern  of  relationship  existing  between  the  two.  The 
two  series  may  move  independently  both  in  minor  movements  and  in 
major  cycles.  Building  cycles  not  only  differ  in  duration  of  their 
movement,  but  Iheir  deviation  from  an  assumed  normal  may  be  two  or 
three  times  as  great.  Building  pursued  an  independent  trend  during 
the  War  period.  Its  deviation  above  normal  during  the  twenties  was 
greater  than  average,  and  since  the  recent  recovery  movement  start- 
ed building  has  gone  largely  along  its  own  way.  This  does  not  deny 
the  critical  importance  of  ihe   direction  of  building  volume  at 
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turning  points  in  business.  Undoubtedly  the  major  building  oyoles 
do  affect  the  shape  and  duration  of  business  oyoles.  Building  is 
probably  the  most  significant  factor  when  the  direction  of  busi- 
ness movement  is  in  balance.  After  a  cyclical  movement  in  busi- 
ness gets  under  way.  however,  it  may  continue  its  trend  for  some 
time  because  of  the  strength  of  other  factors  in  the  situation. 

Many  attempts  have  been  made  to  explain  fluctuations  in  building 
activity  by  reference  to  one  of  the  many  factors  ttiat  are  basic, 
such  as  - 


1) 

2) 
3) 
4) 
5) 
6) 


Costs, 
Interest  rates. 

Supply  of  money  available  in  the  mortgage  market. 

Rental  trends. 

The  trend  of  national  income,  and 

Population  growth. 


Undoubtedly  building  costs  is  one  of  ihe   important  basic  consider- 
ations in  the  study  of  building,  but  their  trend  cannot  be  used 
to  explain  major  cycles.  This  phase  of  the  building  picture  is 
discussed  elsewhere  in  connection  with  industrial  construction  and 
residential  building.  It  is  pointed  out  that  costs,  while  they 
are  important,  are  not  dominant  in  the  determination  of  industrial 
construction  volume,  for  their  importance  may  be  offset  by  the 
trend  of  manufacturing  earnings.  It  is  believed,  however,  that 
the  cost  of  residential  construction  is  one  of  the  basic  factors 
in  the  trend  of  residential  construction.  This  does  not  mean  that 
there  is  a  cyclical  trend  in  building  costs  which  leads  volume  of 
activity,  but  rather  that  costs  set  a  resistance  point  in  the 
changing  ability  of  consumers  to  buy. 

There  is  no  satisfactory  way  to  measure  national  changes  in  the 
cost  of  borrowing  funds  for  building  purposes.  Real  estate  finan- 
cial markets  are  imperfectly  organized  at  best  so  that  changes  in 
nominal  rates  do  not  occur  very  frequently.  There  are  wide  region- 
al and  even  local  differences  in  the  interest  rates  charged  on 
mortgages  of  equal  security.  This  is  because  each  mortgage  loan 
is  an  individualistic  item  best  known  by  persons  who  are  acquainted 
with  the  conditions  where  the  property  securing  the  mortgage  is 
located.  Changes  in  interest  costs  may  be  made  either  by  a  change 
in  the  rate  or  through  the  use  of  discounts  and  commissions. 

Chart  3  shows  the  interest  rates  on  mortgagee  on  Manhattan  Island 
since  1879.  The  chart  shows  a  sharp  decline  since  1930  in  the 
proportion  of  total  mortgages  made  at  interest  rates  of  5^^  or  6%. 
Rates  now  being  charged  are  as  favorable  as  they  were  at  any  time 
during  the  period.  The  sharp  increase  in  mortgages  bearing  a 


rate  or  less  probably  reflects  the  increasing  use  of  purchase 
money  mortgages  which  accompanies  depression  periods. 
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These  comments  do  not  mean  that  interest  rates  are  unimportant  in 
explaining  the  conditions  of  the  building  cycle.  They  do  mean, 
however,  that  the  building  cycle  cannot  be  completely  explained 
by  variations  in  interest  rates  as  some  have  atteii5)ted  to  do.  If 
bond  yields  are  compared  with  the  movements  of  the  three  major 
building  cycles,  low  yields  were  associated  with  building  recovery 
in  two  out  of  three  instances.  Also,  rising  yields  accompanied 
two  of  the  down  turns.  The  case  is  not  clear-cut,  however,  for 
at  the  close  of  the  War  building  expanded  rapidly  without  a  stimu- 
lus from  low  interest  rates,  and  after  1925  private  building  de- 
clined without  any  apparent  connection  with  interest  rates. 

In  the  recovery  phase  of  the  present  building  cycle,  interest 
rates,  as  measured  by  bond  yields,  remained  low  for  quite  some 
time  without  imparting  any  stimulation  to  building  activity.  Yet 
in  spite  of  our  inability  to  find  a  close  statistical  correlation 
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between  the  two  we  can  say  that  interest  rate  changes  are  Important 
because  they  affect  not  only  the  cost  of  the  project  but  also  meas- 
ure the  money  return  that  could  be  obtained  elsewhere  on  capital 
investment.  Custom  strongly  influences  changes  in  mortgage  inter- 
est rates . 

The  usual  adjustment  to  changed  conditions  in  the  building  industry 
is  through  a  change  in  the  supply  of  funds  rather  than  a  change  in 
the  price  of  money.  lHhen  interest  rates  tighten  there  is  immediate 
reflection  in  the  type  of  securities  issued.  Under  favorable  money 
market  conditions  projects  can  be  financed  which  would  not  be  under- 
taken at   other   times.  One  of  "ttie  outstanding  features  of  the 
money  market  is  a  great  variation  in  the  availability  of  funds  for 
mortgage  investment. 

There  is  a  paucity  of  good  information  available  on  rental  rates. 
Many  building  owners  are  reluctant  to  give  periodic  inforiMition. 
Even  in  those  instances  where  information  is  freely  and  fully  given 
it  is  difficult  to  devise  a  measure  of  the  changing  trends.  Build- 
ings are  so  individualistic  that  a  direct  comparison  of  their  rental 
rates  is  unsatisfactory.  There  is  an  ever-present  problem  in  com- 
paring rates  of  long  term  leases  and  short  term.  Building  operators 
generally  prefer  to  let  a  part  of  their  available  space  remain  un- 
occupied rather  than  lower  rates  on  all  of  the  rented  area.  Very 
frequently  changes  in  rental  rates  will  be  reflected  in  free  rent, 
unusual  alterations,  or  some  other  method  of  adjustment  that  does 
not  appear  in  the  nominal  rates. 

In  spite  of  the  difficulty  of  interpreting  rental  information, 
there  is  considerable  evidence  that  increasing  rents  are  a  vital 
factor  idien  building  turns  up  from  a  depressed  condition.  This  is 
entirely  reasonable  because  such  an  increase  improves  the  prospect 
of  a  profitable  return.  Also  it  is  an  index  of  the  amount  that 
the  real  estate  market  is  "cleaned  up"  through  a  shifting  of  prop- 
erties from  "weak"  to  "strong  hands".  When  the  building  boom  once 
gets  under  way,  however,  it  frequently  expands  in  the  face  of  fall- 
ing rents,  so  that  by  the  time  the  crest  of  the  boom  is  past  rents 
are  both  low  and  declining. 

Total  building  activity  may  be  divided  into  two  groups: 

1)  Replacement  of  old  structures,  and 

2)  Building  for  new  population. 

If  population  were  static  then  building  would  be  theoretically 
limited  to  depreciation  and  replacements  on  account  of  obsolescence 
and  rising  standards  of  living.   Since  this  tends  to  be  a  constant 
amount  year  after  year,  there  would  be  no  building  cycles  under 
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these  conditions  unless  they  were  introduced  by  factors  outside  of 
the  industry  influencing  the  ability  or  the  desire  to  make  such 
replacements.  It  is  reasonable  to  suppose  that  there  is  a  close 
connection  between  population  growth  and  building.  It  has  been 
shown  that  there  was  a  minor  change  only  from  12.0  to  11.8  build- 
ings per  100  inhabitants  in  Chicago  when  the  population  grew  from 
that  of  a  mere  village  to  a  metropolis.  A  similar  study  of  Los 
Angeles  has  demonstrated  that  building  maintains  a  rather  constant 
relation  to  total  population. 

TOien  we  speak  of  population  growth  as  a  basis  for  building  needs  it 
is  necessary  to  amplify  our  meaning  of  the  term.  The  need  for 
building  does  not  depend  solely  on  the  national  growth  in  popula- 
tion. The  building  market  is  a  local  market.  The  surplus  of  space 
in  one  locality  is  not  available  to  relieve  a  shortage  elsewhere. 
Because  of  this  a  regional  shift  in  population  or  other  internal 
migration  may  require  new  building  activity.  Hence  population 
growth  means  the  sum  of  all  increases  in  population  rather  than  a 
net  change  in  the  total. 

A  somewhat  more  detailed  discussion  of  population  and  building 
is  made  elsewhere  in  this  study  in  connection  with  the  housing 
problem.  Suffice  it  to  say  that  replacement  demand  does  not  appear 
to  be  the  motivating  force  of  building  cycles. 

Without  hindrance  from  other  factors  replacement  demand  would  be 
evenly  distributed.  Replacements,  like  building  for  population 
growth,  must  take  place  at  some  time  and  if  even  distribution  does 
not  take  place  in  accordance  with  need,  it  follows  that  it  will  be 
bunched  —  thereby  adding  to  the  cycle  which  has  been  brought 
about  by  other  factors . 

Construction  and  Ifeitional  Income 

Recently  the  Department  of  Commerce  released  detailed  information 
on  income  of  the  construction  industry  which  is  included  in  the 
Department's  studies  of  the  total  national  income  from  1929  through 
1935.  Chart  4  shows  the  trend  of  income  produced  by  the  construc- 
tion industry  and  income  paid  out  throughout  these  years .  In  com- 
mon with  the  trend  in  most  industries  after  1930  construction  income 
paid  out  exceeded  income  produced.  This  means  that  corporate  sav- 
ings or  capital  funds  were  drawn  upon  to  supply  the  difference. 
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From  a  total  of  $3,257,000,000  in  1929  income  paid  out  declined  to 
a  low  point  of  $785,000,000  in  1933.  A  moderate  recovery  took 

L^^^nn^""  ^^^^  ^^^   ^^^^'  *^^  ^°^^  ^^  ^^®  1^*^^  year  increasing  to 
f 1.100. 000. 000.  These  estimates  cover  contract  construction  only. 

Income  produced  or  paid  out  in  connection  with  "force  account"  con- 
struction undertaken  by  various  industries  with  their  own  employees 
IS  included  with  the  total  of  the  industry  for  which  the  work  took 
place.  If  It  were  possible  to  expand  the  Department's  estimate  to 
include  force  account"  work  the  importance  of  construction  as  a 
percent  of  our  total  national  income  would  be  increased  materially. 
The  estimate  of  income  produced  in  1929  of  $3,225,000,000  was  based 
upon  a  contract  construction  total  of  $7,001,000,000. 

Total  estimated  construction  in  the  United  States  that  year,  in- 
cluding force  account"  work,  has  been  estimated  by  W.  P.  A.  to 
have  been  $10,535,000,000,  and  by  the  Engineering  News  Record  to 
have  been  $10,377,000,000.  If  we  accept  these  estimates  and  assume 
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that  the  "force  account"  work  included  therein  contributed  a  pro- 
portionate amount  to  national  income,  then  we  can  say  the  construc- 
tion industry  in  its  entirety  contributed  around  $4,800,000,000  to 
our  aggregate  national  income  in  1929. 

Complete  figures  of  the  national  income  in  1936  are  not  available, 
but  it  has  been  estimted  that  "tiie  total  will  be  around  $61 ,000,OOqpOO. 
While  the  construction  industry  showed  a  substantial  recovery  in 
1936,  the  total  volume  was  only  about  54?^  of  1929.  It  is  apparent 
that  a  considerable  amount  of  the  gain  in  national  income  which  we 
must  have  to  achieve  1929  levels  must  be  provided  by  the  lagging 
construction  industry. 

In  compiling  these  estimates  the  Department  has  pointed  out  -the 
extreme  difficulty  of  working  up  estimates  on  the  building  industry. 
These  estimates  may  be  subject,  therefore,  to  a  substantial  margin 
of  error. 

Chart  5  shows  the  percentage  of  distribution  of  construction  income 
paid  out  by  types  of  payment.  In  1929.  68.5^  was  paid  out  as  wages 
and  14.5?^  was  paid  out  in  salaries.  As  the  total  distribution  de- 
clined the  percentage  going  to  labor  also  declined  to  a  low  point 
of  57.7  in  1932.  The  small  proportion  of  the  total  accounted  for 
by  interest  and  dividend  payments  reflects  the  organization  of  the 
industry  into  a  large  niamber  of  individual  proprietorship  units. 
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TRENDS  IN  CONSTRUCTION  INDUSTRY 


Total  Construction 


Tw 


During  the  War  period  construction  activity  was  reduced  to  a  min- 
imum,  except  for  activity  which  had  a  direct  bearing  on  our  par- 
ticipation in  the  fighting  abroad.  After  the  post-war  deflation 
had  run  its  course  the  construction  industry  -  or  rather  that  div- 
ision of  the  industry  designated  as  building  -  began  to  step  up 
its  operations  to  make  up  for  the  accumulations  of  the  War  period. 

It  is  generally  believed  that  the  upward  trend  in  construction  in 
1921  and  1922  provided  a  pivotal  point  around  which  general  busi- 
ness recovery  started.  Tilhen  this  tendency  was  reinforced  by  the 
rapid  development  of  the  automobile  industry,  general  activity 
gradually  advanced.  After  1925  other  factors  combined  to  roll  up 
a  boom  psychology. 

Building  activity  increased  sharply  each  year  until  1925.  After 
1925  the  total  of  all  construction  continued  to  increase,  but  the 
gains  were  not  as  sharp  as  they  were  in  the  first  five  years  of 
the  cycle.  Moreover,  divergent  trends  appeared  in  various  divi- 
sions of  the  total  activity.  Residential  building  accounted  for  a 
larger  proportion  of  the  total  in  1925  than  it  did  in  any  one  of 
the  four  subsequent  years .  The  grand  total  of  all  construction 
continued  to  increase  to  a  peak  in  1928,  The  proportion  of  total 
construction  classified  as  private  utility  increased  as  a  percent 
^f  the  total  after  1925  and  did  not  reach  a  peak  until  1930. 
These  trends  are  shown  in  Chart  6  and  in  the  Appendix,  page  i. 
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Several  estimates  have  been  prepared  of  total  construction  activity 
in  the  United  States.  Some  of  these  extend  back  further  than  1925, 
but  have  not  been  carried  forward  to  include  recent  years ..  There 
is  considerable  difference  sometimes  in  these  estimates  either  as 
to  the  grand  total  of  all  construction  or  the  amount  accounted  for 
by  separate  divisions. 

We  have  chosen  the  estimates  compiled  by  the  Works  Progress  Admin- 
istration because  they  are  recent  and  because  they  are  broken  down 
in  considerable  detail.  For  the  most  part  the  variations  in  these 
estimates  and  others  is  due  to  a  difference  in  the  method  of  com- 
puting and  to  the  inclusiveness  of  "tiie  data  used.  For  example, 
there  are  apparently  some  expenditures  included  that  might  better 
be  classified  as  maintenance  -  yet  this  data  serves  as  a  satisfac- 
tory means  of  depicting  trends  throughout  this  twelve  year  period. 

These  figures  show  the  catastrophic  decline  in  building  during  the 
deflation  years  and  the  modest  extent  of  the  recovery  since  the  low 
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point  in  193.^.  If  we  assume  that  the  years  1925-1928  -were  average 
years,  then  the  oonstruotion  industry  cannot  be  said  to  have  fully 
recovered  until  volume  approaches  the  following  levels: 
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According  to  this  estimate  the  entire  volume  of  construction  in 
1936  was  only  61 .1%  of  normal  even  though  governmental  expenditures 
exceeded  by  a  substantial  margin  the  average  for  the  four  years 
prior  to  1929,  Non-residential  and  residential  construction  con- 
tinued to  be  the  most  depressed  divisions  of  the  industry. 

In  normal  years  the  building  supply  companies  sell  more  products 
to  these  divisions  of  the  industry  than  to  any  other.  Total  pri- 
vate construction  (excluding  private  utilities)  was  only  36^  of 
normal  last  year.   This  appears  to  indicate  that  the  building  sup- 
ply comp€uiies  can  expect  further  sharp  increases  in  voliame  of 
sales  when  and  if  total  activity  reaches  the  pattern  suggested 
by  the  average  construction  period  of  1925-1928. 

It  is  estimated  that  each  dollar  expended  on  construction  creates 
a  general  purchasing  power  of  |2  or  $3*.  Total  volume  of  construc- 
tion declined  about  |8, 000 .000, 000  from  its  high  point  in  1928  to 
its  low  in  1933.  This  primary  reduction  in  purchasing  power  prob- 
ably caused  an  additional  secondary  decline  of  #16.000.000,000. 

Contract  Construction 

We  have  previously  pointed  out  that  tiie  difference  between  the 
estimated  total  of  all  construction  activity  shown  in  Chart  6  and 
the  reported  figures  of  F.  W.  Dodge  Corporation  of  contracts  a- 
warded  is  due  generally  to  the  fact  that  the  former  includes  all 
estimated  "force  account"  work. 


*  Estimated  by  Lowell  J.  Chawner.  Chief.  Construction 
Economics  Section  of  the  U.  S.  Bureau  Foreign  and 
Domestic  Commerce . 
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The  Department  of  Commerce  in  its  census  of  construction  defines 
the  construction  industry  as  being  contract  construction.  Since 
the  Dodge  figures  include  contract  work  their  reports  can  be  taken 
to  be  representative  of  the  construction  industry.  Chart  7  and 
page  iii  of  the  Appendix  give  the  Dodge  figures  for  annual  con- 
tracts awarded  since  1925.  It  will  be  noticed  that  these  figures 
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are  materially  less  than  the  estimates  given  above  of  tiie  Works 
Progress  Administration.  The  differences  are  chiefly  due  to  the 
following s 

l)  The  Dodge  figures  do  not  cover  the  states  west  of  the  Rocky 
Mountains .  It  was  formerly  believed  that  construction  in 
these  states  was  around  10^  to  12^  of  total  contract  con- 
struction as  reported  for  the  37  states  east  of  the  Rocky^ 
Mountains.  This  is  not  a  constant  percent,  however,  for  in 
recent  years  building  has  recovered  more  rapidly  in  the 
Pacific  Coast  area  than  it  has  in  the  East. 
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2)  Until  recently  the  Dodge  figures  omitted  new  oonstruction 
and  alteration  projects  under  a  certain  minimum  -value. 
This  minimum  value  was  |5,000  through  1927,  12,000  after 
1930,  and  $1,000  after  1932.   Since  1933  projects  of  even 
smaller  value  have  been  included  in  special  cases .  It  is 
believed,  however,  •fchat  these  changes  have  not  seriously- 
affected  comparability. 

3)  Since  1930  construction  figures  for  pipe  lines  have  been 
segregated .  Prior  to  that  time  they  were  included  but 
were  not  reported  separately. 

4)  No  adequate  statistics  on  the  total  volume  of  rural  build- 
ing are  available. 

5)  Because  all  '^force  account"  work  is  not  included  in  the 
governmental,  railroad  and  public  utility  fields,  the  Dodge 
figures  underestimate  the  total  volume  of  road-building 
and  other  civil  engineering  work. 

Public  and  Private  Construction 

Public  and  private  construction  during  the  decade  following  the 
World  "War  have  followed  dissimilar  trends.  Both  categories  had  a 
steeply  rising  trend  until  the  depression  started  in  1929.  Over 
short  periods  of  time  expenditures  for  private  construction  show 
a  closer  correspondence  to  cyclical  fluctuation  of  general- busi- 
ness than  public  expenditures  do.  Public  works  are  financed  by 
governmental  agencies  and  are  not  undertaken  for  profit;  hence 
they  are  less  sensitive  to  business  cycles.  Also,  the  period  of 
planning  prior  to  the  beginning  of  actual  construction  is  gener- 
ally longer. 

After  1929  private  construction  fell  off  rapidly.  Public  works 
declined  less  sharply,  so  that  there  was  a  significant  shift  in 
the  distribution  of  all  construction  classified  as  public  and 
private.  This  is  brought  out  by  the  following  estimates: 
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Year 

1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 


Private  Construction  -  ?g  of  Total 


Engineering   Works  Progress   F.  W.  Dodge 
News  Record   Administration   Corporation 


69.7 

78.7 

69.9 

79.4 

68.0 

78.3 

67.1 

77.4 

68.5 

75.9 

58.3 

68.3 

47.8 

60.2 

32.4 

48.4 

37.2 

46.3 

23.6 

39.5 

33.2 

49.4 

43.8 

51.5 

(est) 


43.2 

45.6 
36.8 
45.4 
50.3 
61.7 


The  Engineering  News  Record  has  not  reported  a  detailed  break-down 
of  its  estimates  of  total  construction  activity  in  the  United  States. 
The  estimated  total  agrees  reasonably  well  with  the  Works  Progress 
Administration  estimate  for  the  years  1928  and  1929.  but  m  prior 
years  the  Engineering  News  Record  estlmte  was  somewhat  smaller. 
The  Works  Progress  Administration  percentage  includes  private  build- 
ing and  private  utilities.  Figures  from  the  F.  W.  Dodge  Corporation 
are  not  available  prior  to  1932.  but  an  approximation  of  Dodge  fig- 
ures  can  be  made  from  the  sub-totals  reported  in  the  Appendix. 

It  is  believed  that  1^%  to  80?^  of  the  total  would  be  a  fair  estimate 
of  private  work  in  the  years  1925  to  1929.  These  estimates  clearly 
show  that  the  proportion  of  private  construction  declined  during  the 
depression  years  to  one-third  or  one-half  of  its  normal  amount. 

As  we  follow  the  activity  of  the  building  industry,  its  progress 
toward  normal  levels  can  be  measured  not  only  by  its  volume  trends , 
but  also  by  the  proportion  of  ttie  total  accounted  for  by  private 
endeavor.  In  that  respect  the  year  1937  is  encouraging  for  the  ad- 
vance estimate  of  the  F.  W.  Dodge  Corporation  indicates  that  pri- 
vate activity  will  account  for  a  considerably  larger  part  of  the 
total  than  during  any  year  since  1930. 

Building  Costs 

Almost  any  article  that  enters  into  even,-  day  coimnerce  has  a  cost _ 
determinable  almost  to  a  penny.  The  cost  systems  in  most  industries 
are  accurate  because  they  deal  in  constant  units .  This  does  not 
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hold  true  of  oonstruction.  Building  production  or  reproduction 
costs  cannot  be  determined  closely  —  at  best  they  are  guesses. 

Two  buildings  are  seldom  alike  or  produced  under  identical  or 
even  similar  conditions.  The  control  of  the  industry  is  not 
centered  in  mass  production  units  where  each  concern  can  keep 
accurate  records  of  a  large  number  of  operations .  There  has 
been,  therefore,  no  fundsimental  basis  upon  which  to  erect  ac- 
curate data.  Hence  there  have  been  no  basic  costs.  Cost  data 
consiscs  of  prices  set  more  or  less  arbitrarily  for  each  contract 
in  a  project.  These  contracts  are  based  upon  estimates  of  costs 
made  in  advance.  They  represent  each  contractor's  allowance  for 
the  expected  cash  expenditure  for  building  materials  and  labor, 
overhead  and  a  safety  factor  to  allow  for  a  variation  in  the 
quality  of  materials,  lost  time  due  to  inability  to  get  materials 
and  labor  on  time,  labor  disputes  over  jurisdiction,  etc.,  and 
mistakes  in  figuring.  This  advance  estimate  of  costs  is  further 
adjusted  up  or  down  by  the  contractor's  desire  for  profit,  the 
bargaining  power  of  the  one  letting  the  contract,  and  guesses  as 
to  That  competitive  contractors  might  bid  on  the  job. 

There  is  shown  in  chart  8  data  on  construction  costs  of  the  three 
leading  indexes.  In  view  of  this  discussion  of  the  unreliability 
of  construction  cost  accoiinting,  these  indexes  must  be  used  with 
great  caution.  In  fact  it  has  been  stated  —  "Cost  data  based 
on  past  records  are  among  the  most  deceptive  statistical  materi- 
als ever  to  be  put  to  general  use."  * 


♦  The  Architectural  Forum. 
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The  dissimilarity  in  movement  in  these  indexes  is  due  to  variation 
in  methods  of  weighting.  The  Engineering  News-Record  index,  for 
example,  is  based  upon  prices  of  steel,  cement,  lumber  and  labor 
—  so  weighted  that  they  reflect  the  trend  of  construction  costs 
in  the  heavy  field  more  than  in  any  other.  The  Associated  General 
Contractors  index  gives  a  40^  weight  to  labor  and  60^  to  building 
materials .  The  American  Appraisal  Company  index  is  weighted  with 
cost  percentages  taken  from  buildings  of  each  type  actually  con- 
structed. These  indexes  show  little  more  than  a  trend  in  certain 
groups  of  items  over  a  period  of  lime. 

The  census  of  construction  for  1935  showed  that  42^  of  the  total 
value  of  work  performed  (not  contracts  let)  went  to  material; 
32.8^  to  direct  labor  payroll;  and  25.2^  to  overhead  expenses 
and  profit  or  loss.  The  three  indexes  charted  above  do  not  take 
into  consideration  overhead  items  and  profit,  which  account  for 
about  one-quarter  of  the  total .  They  use  only  a  few  materials 
and  the  system  of  weighting  according  to  fixed  amounts  cannot  be 
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representative  of  changing  practices.  Furthermore,  if  published 
or  quoted  rates  are  used  during  unfavorable  periods,  such  quoted 
prices  are  not  indicative  of  actual  prices  paid. 

There  are  widespread  local  variations  in  costs  of  erecting  build- 
ings. Any  index  based  upon  local  averages  is  a  hypothetical  one. 
Not  only  is  there  this  regional  differential  but  there  is  also 
considerable  variation  within  a  region  itself.  There  is  almost  as 
much  variation  in  construction  costs  within  a  metropolitan  region 
as  there  is  between  regions  themselves .  In  part  this  is  accounted 
for  by  differences  in  wage  scales .  Other  factors  are  local  build- 
ing codes,  trfiinsportation  costs,  differences  in  quality  standards 
and  productivity  of  labor.  For  these  reasons  indexes  based  on 
averages  do  not  accurately  show  variations  in  actual  costs.  They 
must  be  used  with  considerable  caution  as  indicators  of  costs  at 
a  specific  time. 

A  better  indicator  of  the  trend  of  building  costs  can  be  had  by 
following  price  trends  of  individual  commodities  and  hourly  labor 
rates.  This  makes  possible  the  weighting  of  the  various  factors 
entering  into  a  particular  structure  as  they  are  found  to  be  in 
actual  practice.  A  comparison  of  the  trend  of  building  material 
prices  and  hourly  rates  of  pay  for  all  of  the  building  trades  with 
the  trend  of  general  commodity  prices  is  given  in  chart  9. 
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This  chart  seems  to  show  that  construction  costs  ^-^e  out  of  line 
with  the  general  average  for  all  commodities  and  ^^^^J;^^°%f  ^^' 
are  more  ^t  of  line  than  building  material  prices   There  is  no 
more  vital  question  with  which  the  construction  ^^^ustry  has  to 
grapple  than  that  of  bringing  down  the  average  of  its  total  cost 
lo  Tpoint  where  the  building  cycle  now  under  way  will  not  be 
hampered  by  exhaustion  of  numbers  of  people  able  to  buy  its  wares. 
There  is,  however,  no  agreement  on  methods  of  achieving  this  de- 
sired end. 

Even  this  chart  does  not  fully  reveal  the  extent  of  the  increase 
in  building  costs  which  took  place  during  the  last  year.  Wiile 
both  material  and  labor  costs  showed  steady  increases  last  year 
the  sharpest  advance  took  place  in  the  closing  months  of  the  year. 

The  line  showing  hourly  labor  rates  does  not  take  into  account 
sub-union  wage  scales  and  other  forms  of  price  cutting  which  have 
been  so  important  up  to  the  present  in  the  low  prices .Prevailing 
in  the  housing  market.  In  other  words,  the  increase  m  building 
labor  costs  during  the  last  fifteen  months  has  been  more  than  the 
lines  of  the  chart  show;  for  to  the  posted  wage  rates  has  been 
added  a  tendency  for  actual  wages  paid  to  approximate  more  close- 
ly the  published  rates .  Similar  observations  can  be  made  for 
building  material  prices. 

List  prices  increased  sharply  at  the  end  of  the  year.  To  this 
increase  must  be  added  the  general  reestablishment  of  list  prices 
by  manufacturers  who  for  several  years  have  sold  their  goods  at 
any  price  they  could  get. 

Sumnonary 

A  reasonable  estimate  is  that  actual  costs  of  building  at  the 
beginning  of  this  year  were  from  10^  to  15^  ahead  of  actual  costs 
a  year  ago.  A  further  increase  is  inevitable  this  year.  It  is 
not  likely  that  the  manufacturers  of  building  supplies  will  be 
able  to  avoid  entirely  those  factors  which  are  generally  encour- 
aging higher  prices  of  finished  goods.  Building  labor  is  fully 
aware  of  its  strategic  position. 

It  is  probable  that  actual  building  costs  at  the  end  of  this 
year  will  show  an  increase  of  not  less  than  \b%  over  Ceoember 
1936.  Building  materials  prices  have  already  advanced  sharply. 
It  is  believed,  however,  that  further  increases  during  the  re- 
mainder of  the  year  will  be  less  sharp  than  in  the  first  four 
months.  Labor  costs  will  continue  to  advance. 
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Rising  construction  costs  of  these  proportions  are  a  major  factor 
preventing  a  runaway  building  market. 


Private  Debts  and  Buildin 


£ 


In  most  oases  the  purchase  of  a  home  represents  the  largest  single 
expenditure  made  in  the  life  of  the  average  family.     The  outlook 
for  the  building  industry,   therefore,   cannot  be  disassociated  from 
public  and  private  debt  factors.     An  examination  of  the  long  term 
real  estate  debt  structure  and  the  total  debt  burden  in  the  United 
States  should  permit  us  to  deduce  some  basic  conclusions  on  the 
present  building  cycle  by  examining  the  trend  of  long  term  debt 
creation  during   the  last  building  cycle  and  the  present  level  of 
urban  debts ,  from  idiioh  we  embark  on  a  new  cycle . 

The  income  of  a  home  buyer  and  the  confidence  he  feels  in  its  per- 
manence are  vitally  important.     The  trend  of  national  income  affects 
building  operations  directly  through  the  income  of  individual  home 
builders  and  indirectly  through  such  factors  as  rentals,   interest 
rates,  prices  and  conditions  in  the  mortgage  market. 

Not  only  is  the  trend  of  national  income  a  most  important  factor  in 
the  trend  of  building,  but  the  trend  of  building  is  one  of  the  im- 
portant factors   in  the  trend  of  national  income.     This  relationship 
cannot  be   reduced  easily  to  mathematical  correlation.     This   is  large- 
ly due  to  the  fact  that  building  is  mostly  financed  by  long  term 
mortgages.     We  have,  therefore,  a  direct  relationship  between  the 
trend  of  national  income  and  the  amount  of  the  down  payments   that 
home  builders  make  when  they  buy  or  build.     The  remaining  part  of 
the  cost  -  generally  amounting   to  two-thirds  or  three-fourths  of  the 
total  -  is  related  to  the  national   income  indirectly  insofar  as   the 
level  of  the  national  income  determines  the  supply  of  mortgage  funds 
available,   their  interest  rates,   and  the  borrower's  confidence  in 
the  future. 

According   to  a  study  made  by  the  Department  of  CJomraerce,   the  volume 
of  long  term  private  debts  in  the  United  States  increased  65^  from 
1922  to  1930.     During  the  same  period  state  and  local  public  debt 
was  increasing  at  a  faster  rate  than  the  Federal  debt  was  declining, 
so  that  there  was    a  net  increase  of  slightly  more  than  5%  in  the 
total  public  debt.     This  huge  increase  in  our  private  debt  was  fol- 
lowed by  a  decline  from  ♦84,500,000,000  in  1930  to  ♦73,500,000,000 
in  1935,   or  about  13^.     The  major  part  of  this  reduction  came  from 
enforced  reduction  of  urban  real  estate  debts  contracted  in  the  boom 
period  of  the  twenties.     The  Department's  estimates  show  a  phenomenal 
increase  in  our  long  term  private  debts  after  1912: 
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Private  Long-Term  Debts,   1912-35   (End  of  Year) 


(Dollar 

figures  in  Billions) 

1912 

1922 

1930 

1934 

♦1935 

Railway 
%  of  total 

♦10.7 
34.2 

♦11.9 
23.2 

♦13.4 
15.8 

♦13.4 
17.9 

♦l3.3 
18.1 

Public  Utility 
%  of  total 

5.3 
16.9 

8.4 
16.4 

14.0 
16.6 

14.8 
19.8 

14.8 
20.1 

Industrial 
%   of  total 

4.5 
14.4 

6.8 
13.3 

10.8 
12.8 

8.5 
11.3 

8.1 
11.0 

Farm  mortgage 
%  of  total 

3.8 
12.1 

8.9 

17.4 

9.1 
10.8 

7.8 
10.4 

7.8 
10.6 

Nonfarm  Home  Mtg 
%  of  total 

• 

7.0 

< 

15.2  ; 

)          22.3 
1    26.4 

17.7 
23.6 

17.1 
23.3 

Other  urban 
real  estate  debt 
%  of  total 

22.4 

29.7  ' 

4 

►    14.9 
1    17.6 

12.7 
17.0 

12.4 
16.9 

Total 


♦31.3 


♦51.2 


♦  84.5 


♦74.9 


*  Preliminary 


♦73.5 


In  1912  home  mortgage  and  other  real  estate  debt  comprised  about 
Z2A%  of  the  estimated  total  of  private  debt.  This  increased  to 
around  40^  at  the  end  of  1935.  From  1922  to  1930  real  estate  debt 
increased  about  ^22, 000, 000, 000,  or  138^.  It  is  interesting  to 
note  that  the  increase  of  debt  in  this  one  classification  was  about 
two-thirds  of  the  total  increase  in  the  private  debt  structure  be- 
tween 1922  and  1930,  as  estimated  by  the  Department.  This  huge 
increase  reflects  a  great  amount  of  speculative  building  which  ac- 
companied -the  up-side  of  the  building  cycle  in  the  twenties.  This 
was  unsoundly  financed.  It  is  important  to  keep  this  fact  in  mind 
as  we  try  to  appraise  the  outlook  for  the  building  supply  companies 
in  the  current  cycle. 

Net  urban  debt  was  reduced  about  ^7, 700, 000. 000  in  the  five  years 
after  1930.  This  represents  a  reduction  of  about  21^,  which  com- 
pares with  an  estimated  reduction  of  25^  for  industrial  long  term 
debt,  and  14^  for  farm  mortgage  debt.  These  percentages  stand  out 
in  sharp  contrast  to  railroads  and  public  utilities.  Railroad  debt 
remained  practically  unchanged  during  the  period,  while  public 
utility  debt  increased.  During  this  same  period  the  estimated  an- 
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nual  interest  requirements  on  urban  real  estate  debt  declined  from 
12,391.000,000  to  $1,921,000,000. 

This  reduction  in  mortgage  debt  appears  to  be  moderate  when  it  is 
compared  with  the  preceding  rise.  This  is  probably  accounted  for 
by  the  fact  that  real  estate  values  declined  so  sharply  that  fore- 
closures did  not  correspond  to  the  number  of  mortgages  in  actual 
distress  and  to  the  activities  of  "the  Home  Owners  Loan  Corporation 
in  saving  around  1,000,000  homes  from  being  thrown  onto  the  real 
estate  market. 

The  13?^  decline  in  private  debts  from  1930  through  1935  was  more 
than  offset  by  an  increase  in  the  Federal  debt.  This  is  shown  by 
the  following  table  liiich  gives  a  comparison  of  the  growth  of  pub- 
lic and  private  long  term  debts  since  1912: 

Public  &  Private  Long  Term  Debts 
(In  Billions) 


Total  private  debt 
Federal  debt 
State  &  local 


1912 

♦31.3 
1.2 
4.5 


1922 

151.2 
24.0 

8.5 


1930 

$84.5 
16.2 
18.0 


1934 

174.9 
27.1 
18.9 


1935 

$73.5 
28.7 
19.3 


137.0    183.7   1118.7   |120.9   |121.5 


It  will  be  noted  that  our  combined  debt  burden  increased  about  42^ 
during  a  period  that  is  now  pointed  to  as  having  laid  the  back- 
ground for  the  depression.  At  the  beginning  of  1936  the  combined 
total  of  public  and  private  long  term  debts  exceeded  the  previously 
reported  peak  in  1930. 

If  we  assume  that  urban  mortgage  debt  will  increase  as  much  during 
the  current  building  cycle  as  it  did  in  its  last  upswing  in  order 
to  show  a  cycle  of  comparable  magnitude,  then  mortgage  debt  over 
the  next  ten  years  will  have  to  show  an  increase  from  present 
totals  of  60^  to  65?^,  We  doubt  that  any  such  thing  can  occur  be- 
cause we  are  starting  this  cycle  from  a  level  that  is  almost  100^ 
higher  than  the  urban  mortgage  level  from  which  we  started  tiie 
1920  cycle.  Furthermore,  unlike  ihat  period,  increases  in  the 
private  debt  structure  are  not  being  partially  offset  by  repay- 
ment of  the  national  debt.  On  the  contrary  the  growth  in  our  na- 
tional debt  has  more  than  offset  deflationary  write-offs  of  the 
private  debt  burden. 

Of  the  total  urban  mortgages  outstanding  at  the  close  of  1934  it 
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is  estimated  that  |l 7, 700, 000, 000  were  mortgages  on  city  home  prop- 
erties.  Holders  of  these  mortgages  were  as  follows: 


Agency  Holding  Mortgage 

Building  &  Loan  Associations 

Banks   

Home  Owners  Loan  Corporation 
Life  Insurance  Companies 
Ifortgage  Companies  .  .  . 
Title  &  Trust  Companies 
Construction  Companies  . 
Individuals  ....•• 
All  other     .    .    . 


Amount 


•    •    • 


♦4,100 

3,700 

2,200 

1.500 

1,090 

500 

80 

3,800 

770 


,000,000 
,000,000 
,000,000 
,000,000 
,000,000 
,000,000 
,000,000 
,000.000 
,000,000 


♦17,740,000,000 


Total 

Source:  Federal  Home  Loan  Bank  Review, 

The  extent  of  the  distress  in  the  urban  home  mortgage  field  is 
shown  by  the  fact  that  the  Home  Owners  Loan  Corporation  had  closed 
loans  from  the  date  of  its  opening  in  the  summer  of  1933  to  the  end 
of  1934  which  totalled  ^2, 200, 000, 000.  This  grew  to  a  total  of 
about  ♦3,000,000,000  before  the  Home  Owners  Loan  Corporation  ceased 
to  mkB  new  advances.  In  previous  depressions  foreclosed  property 
and  mortgages  were  in  "strong  hands"  at  the  end  of  the  crisis. 
Building  could  go  forward  in  confidence  that  the  real  estate  market 
had  been  "cleaned  up".  This  is  not  the  case  as  we  enter  the  fourth 
year  of  this  building  cycle. 

Of  the  1,000,000  homes  saved  by  the  Home  Owners  Loan  Corporation 
from  being  thrown  onto  the  real  estate  market,  20^  to  24^  have  been 
delinquent  since  the  corporation  began  business.  TfUhile  there  has 
been  some  improvement  recently  there  has  not  been  enoughto  eliminate 
the  probability  that  the  Home  Owners  Loan  Corporation  will  have 
many  properties  available  for  sale. 

At  the  beginning  of  the  year  1936  the  Home  Ovmers  Loan  Corporation 
had  real  estate  holdings  valued  at  |6, 848, 000.  This  had  increased 
to  $166,462,000  at  the  end  of  the  year.  There  was  an  average  in- 
crease of  over  $28,000,000  a  month  during  the  last  quarter.  In 
testimony  given  before  the  House  Committee  On  Appropriations,  of- 
ficers of  the  Home  Owners  Loan  Corporation  reported  that  as  of 
November  30,  1936,  62,621  foreclosures  had  been  authorized  involv- 
ing loans  of  $248,688,000.  At  the  same  time  the  value  of  ihe 
property  reduced  to  possession  by  appropriate  judicial  proceedings  ^ 
and  held  for  sale  by  the  Corporation  amounted  to  only  $137,000,000. 
This  indicates  a  lag  between  foreclosure  authorizations  and  the 
actual  possession  of  the  property. 
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It  is  estimated  that  by  June  30,  1937  foreclosure  authorizations 
of  the  Home  Owners  Loan  Corporation  will  be  106,000;  and  by  June 
30,  1938,  160,000,  in-Tolving  property  with  a  book  "Talue  of  about 
♦600,000,000. 

So  long  as  the  Government  holds  so  much  residential  property  for 
sale  it  cannot  avoid  being  a  depressing  factor  in  the  home  real 
estate  market.  The  great  mortgage  lending  institutions  also  have 
vast  amounts  of  foreclosed  property  on  their  hands  which  they  are 
eager  to  sell. 

A  recent  survey  conducted  for  the  American  Bankers  Association  has 
shown  that  the  property  which  is  hardest  to  move  consists  largely 
of  valuable  home  property  in  once  fashionable  districts  which  is 
too  large  to  attract  the  small  buyer,  even  at  a  low  price;  or  prop- 
erty value  which  has  been  lost  by  shifts  in  population.  Much  of 
the  property  held  by  the  Home  Owners  Loan  Corporation  and  the  lead- 
ing institutions  is  this  type.  HWiile  there  is  a  rising  demand  for 
mortgage  loans  on  residential  property  of  the  most  up-to-date  type, 
activity  is  discouraged  in  other  types  of  real  estate. 

Summary 

The  present  trends  of  our  national  income  favor  an  expansion  of 
private  debts  irtiich  make  possible  iii5)roving  building  activity.  Our 
position  in  this  respect,  however,  is  not  as  favorable  as  it  was 
at  the  similar  point  of  the  last  cycle.  Our  total  private  debts 
are  about  ^%  higher  than  they  were  then  and  our  real  estate  debt 
is  about  100^  higher.  Furthermore,  our  public  debt  burden  and 
governmental  expenditures  are  now  absorbing  a  much  higher  propor- 
tion of  our  national  income. 

If  we  assume  that  a  debt  expansion  comparable  to  the  twenties  is 
necessary  to  achieve  ihe   amount  of  building  of  that  period  then 
these  factors  strongly  suggest  that  our  present  cycle  certainly 
will  not  exceed  and  doubtless  will  do  well  to  come  up  to  the  level 
of  the  last  one. 

Furthermore,  we  reached  the  volume  of  the  last  cycle  only  by  sell- 
ing people  more  houses  than  they  could  afford  and  we  have  not  yet 
cleaned  up  the  real  estate  market  situation  which  followed  when 
these  people  could  not  meet  their  payments.   To  re-attain  that 
volume  we  will  have  to  have  a  comparable  increase  in  our  debt  lev- 
el starting  from  a  higher  base  without,  it  is  hoped,  the  temporary 
aid  of  unsound  financing". 
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Employment 

We  have  previously  discussed  "tiie   statistical  difficulties   in  deal- 
ing with  the  building  industry  which  come  from  grouping  disorgan- 
ized sub-groups  assumed  to  be  representative  of  the   entire  field 
of  construction.     Even  a  discussion  of  employment  based  upon  census 
figures  is  not  an  exception  to  an  ever  present  margin  of  error  when 
commenting  upon  available  data.     The  most  reliable  data  we  have  on 
the  total  amount  of  employment  in  construction  is  provided  by  the 
1930  census  of  occupations.     Even  this  data  must  be  adjusted  to 
allow  for  sub-classifications  which  include  persons  not  directly 
engaged  in  building  work  and  changes  in  census  classification  from 
one  enumeration  date  to  another. 

Using  the  census  figures  as  a  basis  and  estimating  the  numbers  in 
some  occupations  where  not  all  of  the  workers  reported  could  be 
considered  directly  as  a  part  of  the  building  industry,  Mr.  A.  F. 
Bemis  arrived  at  the  following  employment  totals j 


Number  of  Workers  in  the  Building  Industry  in  tiie 

United   States 


1930 


% 
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Employees 

Brick  and  stone-masons,   &  tile-layers 

Carpenters    

Electricians    (l/3  of  total)      

Painters 

Paperhangers 

Plasterers  &  cement  finishers      .    .    •    •    • 

Plumbers  &  gas-fitters    ....    

Roofers  and  slaters   

Stone-cutters   • 

Structural  iron-workers   . 

Tinsmiths  &  coppersmiths  ...  

Laborers  &  helpers  .  ,  

Operators ,  not  otherwise  specified  .  ,  . 
Apprentices   •••....  


These  estimates  do  not  include  builders  and  contractors,  which 
numbered  168,000.  There  is  no  way  to  calculate  accurately  the 
number  of  employees  in  other  industries  depending  upon  building 
operations  for  their  work.  This  group  would  include  employment 
in  road  making  and  repairs,  the  lumber  industry,  the  building 
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170,903 

6.6 

929,426 

35.8 

93,439 

3.6 

430,105 

16.6 

28,328 

1.1 

85,480 

3.3 

237,814 

9.2 

23,636 

0.9 

22,888 

0.9 

28,966 

1.1 

83,427 

3.2 

419,802 

16.2 

18,442 

0.7 

22.140 

0.8 

2,594,796 

100.0 

supply  oompanles ,  quarrying,  real  estate  agents,  eto.  The  "Iron 
Age"  has  reported  that  16 J^  of  finished  steel  output  in  1928  and 
1929  was  consumed  by  the  building  industry.  Construction  is  one 
of  the  major  sources  of  railroad  freight  movement. 

The  ccmmonly  accepted  estimate  is  that  employment  of  5,000,000 
persons  in  years  of  normal  activity  depends  upon  activity  in  the 
building  industry  proper. 

The  ratio  of  skilled  irorkers  in  the  building  industry  to  total 
population  has   remained  rather  constant  over  a  long  period  of  time. 
Manufacturing  industries  have   shovni  a  sharp  increase  and  agricul- 
ture has  reported  a  considerable  decline.     Hlftiile  tiie  ratio  of  skilled 
building  workers  has  not  changed  much  there  has  been  a  considerable 
change  in  the  percentage  distribution  of  this  total  among  the  vari- 
ous groups  as   classified  on  the  preceding  page. 

Chart  10  gives  the  trend  of   employment  in  the  production  of  six 
major  construction  materials   (structural  steel,  cast  iron  pipe, 
cement,  mill  work,  steam  fittings;  and  brick,  tile  and  terra  cotta) . 
In  the  three  years  following  the  peak  period  of  1925  and  1926  the 
index  shows   a  moderate  decline.     When  the  general   index  of  factory 
eii5)loyraent  was   increasing  sharply  in  1928  and  1929  the  building  in- 
dex showed  little  change.     The  total  volume  of  construction  in  the 
U.   S.  did  not  reach  its  peak  volume  until  1928.     This   indicates 
that  employment  in  -die  manufacture  of  building  materials  follows 
the  trend  of  residential  construction  much  more  closely  than  it  fol- 
lows the  trend  of  total  construction.     As  we  have  already  noted, 
residential  building  reachad  a  peak  for  the  post-war  period  in  1925 
and  1926.     General  factory  employment  has  recovered  much  faster 
since  the  low  point  in  1933  than  has  en5)loyment  in  the  production 
of  building  goods. 
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Employment  in  the  Department  of  Labor's  general  index  of  durable 
goods  followed  liie  construction  materials  index  fairly  closely  in 
the  twenties,  except  for  the  last  twro  years.  In  the  period  of  de- 
flation that  followed,  the  decline  in  the  building  index  was  even 
more  severe  than  the  decline  in  the  general  durable  goods  index 
and  on  the  subsequent  recovery  it  has  lagged  markedly.  The  general 
index  as  used  here  by  the  Department  includes  the  groups  that  the 
Public  Works  Administration  have  reported  separately  as  construc- 
tion materials .  If  it  were  possible  to  take  all  construction  ac- 
tivity out  of  the  durable  goods  group  index,  the  recovery  in  em- 
ployment of  durable  goods,  except  building,  would  be  made  more 
pronounced  and  the  lag  in  construction  would  be  even  more  apparent. 

It  is  well  kncwn  that  employment  in  the  construction  industry  has 
a  sharp  seasonal  fluctuation.  Until  recently  the  amounts  of  these 
fluctuations  were  based  upon  localized  data  covering  a  small  num- 
ber of  establishments.  The  construction  census  of  1935  has  given 
us  information  on  this  point  covering  a  very  large  number  of  es- 
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tablishments.  The  seasonal  fluctuation  varies  sorae?»hat  according 
to  the  type  of  einployee  and  contracting  establishment,  but  in  gen- 
eral the  low  point  of  einployment  is  in  February  and  the  high  point 
is  in  August.  If  we  take  the  average  number  of  man  hours  per  month 
as  a  base,  hours  worked  in  February  are  about  58%  of  the  average 
and  in  August  they  are  about  131^. 

The  Prospective  Labor  Shortage 

There  have  been  scattered  but  persistent  reports  of  a  shortage  of 
skilled  building  mechanics  during  the  last  six  months.  At  first 
not  much  attention  was  paid  or  importance  attached  to  these  reports 
-  partly  because  they  were  inconsistent  with  the  continuation  of 
unen5)loyment  relief  at  record  levels.  The  building  labor  market 
is  a  local  market.  More  than  that,  it  is  a  local  market  for  spe- 
cialized crafts  of  which  "there  may  be  as  many  as  thirty  on  a  single 
construction  job.  Since  most  of  these  local  markets  have  not  yet 
reported  shortages,  it  is  difficult  for  many  in  these  unaffected 
places  to  attach  much  importance  to  these  reports  of  difficulty  in 
other  areas.  Undoubtedly,  the  situation  at  the  present  moment  is 
not  serious,  but  construction  volume  is  rising.  The  threat  of  a 
labor  shortage  should  be  explored  as  thoroughly  as  meager  statis- 
tics will  allow. 

Shortage  reports  are  increasing  in  number.  Already  a  controversy 
over  the  question  is  being  carried  on  between  employers  and  labor 
in  newspapers  and  magazines.  The  number  of  areas  reporting  short- 
ages continue  to  mount  and  all  of  the  intangible  signs  point  to  the 
possibility  of  an  insufficient  labor  supply.  Perhaps  the  most 
direct  proof  liiat  can  be  given  to  support  the  contention  that  a 
labor  shortage  is  developing  is  to  enumerate  specific  examples. 
Last  October  "Electrical  Contracting"  reported  a  definite  shortage 
of  skilled  electricians.  This  conclusion  was  based  upon  a  study 
of  the  labor  situation  in  thirty-six  cities.  At  the  same  time  the 
International  Brotherhood  of  Electrical  Workers  reported  that 

...there  is  not  even  an  impending  shortage  of  union  wiremen  na- 
tionally .  A  shortage  was  reported  in  Missouri  by  the  Engineerinff 
N9W8  Record.  ^      &      ^ 

A  Kentucky  report  stated  "...a  recent  survey  in  this  State  reveals 
that  in  every  community  building  tradesmen  are  all  en5)loyed  and 
there  is  an  acute  shortage."  Local  difficulties  were  reported  in 
Washington.  Baltimore,  Bimingham,  Los  Angeles,  Syracuse,  etc. 
The  Associated  General  Contractors"  reported  ttiat  in  one  instance 
a  bricklayer  of  eighty-one  years  of  age  was  pressed  into  service. 
The  shortage  reports  related  more  often  to  the  bricklayer  and  the 
carpenter  than  to  any  other  craft  groups. 


Indirect  evidence  of  a  shortage  can  be  derived  from  current  inform- 
ation on  -the  trend  of  wage  rates .  The  Engineering  News  Record  re- 
ports that  common  labor  rates  on  May  1st  made  another  new  all-time 
high.  At  the  same  time  skilled  labor  hourly  rates  have  climbed 
back  to  about  9Z%  of  the  all-time  top  rates  reported  in  1930.  In 
some  areas  there  is  a  tendency  for  non-union  rates  to  overtake 
union  rates .  Over  the  past  year  the  tendency  has  been  for  common 
labor  wages  to  rise  faster  than  skilled  labor  wages .  This  is  normal 
because  union  skilled  labor  rates  are  set  by  contract  and  hold  for 
specified  periods  of  time.  As  these  contracts  come  up  for  renewal 
this  year,  it  is  noteworthy  that  in  nearly  every  instance  new  a- 
greements  have  been  drawn  establishing  higher  rates.  We  can  con- 
fidently predict  that  labor  costs  will  continue  to  rise. 

Those  who  accept  these  examples  as  indicating  a  current  or  imminent 
shortage  of  labor  explain  that  it  has  come  about  for  the  following 
reasons : 

1)  There  has  been  very  little  training  of  apprentices  since 
the  deflation  in  building  got  under  way.  The  nation-wide 
apprentice  enrollment  in  the  major  building  trades  as  re- 
corded by  -the  vocational  training  division  of  the  U.  S. 
Office  of  Education  was  6,366  in  1935  -  in  a  group  of 
crafts  that  had  estimated  employment  of  750,000  in  1929. 

2)  Death  has  taken  many  who  helped  provide  the  man-power  for 
the  last  building  boom.  Old  age  and  disability  have  re- 
moved many  more  from  the  labor  market.  This  has  probably 
decreased  the  supply  by  four  or  five  per  cent  per  year. 
Forty  per  cent  of  the  skilled  building  mechanics  are  45 
years  old  or  more. 

3)  There  has  been  a  widespread  shift  of  building  mechanics 
into  other  lines .  This  diffusion  has  carried  them  into 
many  industries,  chiefly  into  the  marketing  division  of 
the  oil  industry. 

If  construction  remained  at  the  low  level  of  1932  and  1933  these 
factors  alone  would  not  yet  bring  about  a  labor  shortage.  It  is 
only  when  they  are  viewed  in  the  background  of  rising  construction 
volume  and  the  good  prospects  for  continuation  of  this  volume  that 
they  combine  to  make  a  serious  problem. 

There  has  been  considerable  controversy  between  some  employer  as- 
sociations and  the  Works  Progress  Administrator,  Harry  Hopkins, 
over  the  question  of  Aether  the  maintenance  of  work  relief  rolls 
has  contributed  to  the  shortage.  Many  contractors  vigorously 
assert  that  their  operations  have  been  handicapped  by  work  relief 
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operations.  Mr.  Hopkins  claims  that  there  are  few  eligibles  on 
the  relief  rolls  because  most  building  mechanics  in  the  Works 
Progress  Administration  would  be  considered  too  old  by  private 
employers . 

In  this  controversy  over  the  adequacy  of  labor  supply  it  can  be 
stated  in  a  general  way  that  employers  and  contractors  assure  us 
that  a  shortage  either  is  here  or  is  imminent.  Union  spokesmen 
for  labor  assure  us  that  labor  supply  is  adequate  to  take  care  of 
the  present  building  cycle.  There  are  exceptions  to  this  line-up 
in  the  debate,  but  this  is  a  satisfactory  general  statement. 

The  unions  vigorously  deny  that  there  are  any  shortages  at  present. 
As  for  a  future  shortage,  they  reiterate  that  they  are  willing  to 
train  apprentices  for  such  a  long  term  possibility.  They  do  not 
consider,  however,  that  the  question  requires  immediate  action. 
To  support  their  contention  unions  point  to  the  American  Federation 
of  Labor  figures  on  the  proportion  of  trade  union  men  employed  in 
the  building  industry.  In  December  of  last  year  the  Amsrican  Fed- 
eration of  Labor  reported  that  about  22  per  cent  of  trade  union 
membership  mis  uneii5)loyed.  "When  this  data  is  examined  critically, 
however,  it  does  not  provide  much  assurance  that  building  will  not 
feel  the  pinch  of  a  labor  shortage  as  the  cycle  proceeds  towards 
higher  levels. 

The  union  argument  against  a  present  shortage  is  more  convincing 
when  it  says  the  examples  of  shortages  reported  in  localized  areas 
in  recent  months  are  "artificial".  Some  contractors  report  a 
shortage  merely  because  en^loyees  refuse  to  work  for  them  because 
the  labor  scale  is  below  standard  or  because  of  a  reputation  of 
being  unfair.  Such  employers  will  always  report  a  shortage. 

Again  it  is  easy  for  a  contractor  to  over-generalize  on  a  small 
experience.  The  building  industry  is  so  localized  and  broken  up 
into  crafts  that  it  would  be  surprising  in  putting  together  the  * 
work  of  all  of  these  groups  into  the  building  process,  if  employ- 
ers should  not  now  and  then  even  under  favorable  conditions  have 
difficulty  in  getting  the  right  kind  and  amount  of  labor  at  the 
time  needed  in  each  building  operation.  If  for  any  reason  diffi- 
culty appears  in  getting  one  of  the  main  crafts  at  the  right  time, 
it  would  be  relatively  easy  to  magnify  such  lack  of  coordination 
into  a  general  shortage. 

There  is  another  way  in  which  it  is  easy  to  over-emphasize  a  local 
shortage  in  a  national  building  market.  The  national  building  in- 
dustry is  merely  an  aggregate  of  local  industries.  If  a  corpora- 
tion decides  to  erect  a  new  building  in  a  small  place  or  if  the 
government  lets  a  contract  for  a  public  works  project  a  surplus  of 


labor  in  the  local  area  may  quickly  become  a  shortage  requiring  the 
in5>ortation  of  mechanics  from  other  areas .  This  requires  time  and 
in  the  meantime  the  shortage  report  has  been  widely  circulated. 

Labor  unions  are  not  doing  very  much  on  the  apprenticeship  question. 
Having  undergone  several  years  of  famine  it  is  only  natural  that 
they  want  to  assure  a  good  market  for  their  services  in  the  current 
cycle.  The  Federal  Committee  on  Apprentice  Training  created  by  Ex- 
ecutive Order  of  the  President  in  June  1934  is  doing  notable  work 
on  this  question.  Some  building  supply  companies  have  started 
training  young  men  in  the  building  crafts.  Unions  appear  to  be 
somewhat  reluctantly  falling  in  line.  If  we  are  approaching  a 
shortage  it  is  rather  difficult  to  see  how  the  combined  efforts  of 
these  groups,  assuming  that  the  unions  cooperate  fully,  can  train 
enough  men  for  the  next  three  or  four  years  if  the  present  rate  of 
building  improvement  continues.  An  apprentice  program  requires 
three  years  or  more  to  bring  results.  Until  recently  unions  stead- 
fastly maintained  that  a  shortage,  if  and  when  it  developed,  could 
be  relieved  by  bringing  back  to  the  building  trades  liiose  n^o  shift- 
ed to  other  occupations  .  Now  "tiiey  are  accepting  the  view  that  even 
if  they  do  return  much  of  their  skill  is  permanently  gone. 

It  is  to  be  regretted  that  information  on  the  labor  situation  is 
both  meager  and  difficult  to  interpret.  One  of  the  few  sources  of 
information  on  the  subject  is  the  monthly  report  of  the  American 
Federation  of  Labor,  giving  -the  per  cent  of  trade  union  eii5)loyment 
in  the  building  trades.  This  information  does  not  go  back  earlier 
than  1928.  During  1928  and  1929,  years  in  which  total  construction 
activity  was  high  and  generally  at  peak  levels,  except  in  the  res- 
idential field,  the  Federation  reported  that  on  the  average  74^  of 
its  members  were  employed.  It  seems  logical  to  believe  that  an  em- 
ployment level,  only  three-quarters  of  the  theoretical  full  time 
employment,  was  not  due  to  a  great  amount  of  unemployment  because 
of  a  lag  in  construction  activity.  Rather  it  seems  to  point  to 
other  factors,  such  as  the  wide  seasonal  fluctuation  which  would 
probably  make  the  attainment  of  full  employment  impossible  under 
any  conditions,  immobility  of  labor  between  local  areas,  time  be- 
tween jobs,  and  delays  due  to  mistakes  of  coordination  in  the  build- 
ing process. 

If  we  reduce  these  reports  of  the  American  Federation  of  Labor 
showing  the  per  cent  of  its  members  employed  to  an  index  number, 
using  these  so-called  good  years  of  construction  as  a  base,  it  does 
appear  to  point  a  direction  in  the  current  controversy.  A  compari- 
son of  such  an  index  with  the  total  volume  of  contract  construction 
as  reported  by  the  F.  W.  Dodge  Corporation  is  made  in  chart  11. 


-  38  - 


-  39  - 


CHART  ELEVEN 

EMPLOYMENT  AND  CONSTRUCTION  VOLUME 


110 


100 


90 


z 
o 

o 
ut 

> 

o 


2 


CD 

2 
1*1 

Z 

o 

z 

lit 

O 

< 


80 


70 


60 


50 


40 


30 


20 


10 


1928  1929  1930  1931  1932 

SOURCE:A.F.OF  L.  &  TW. DODGE  CORR 


r933 


—        40 


1934 


no 


100 


90 

> 
Z 

z 
c 
> 
r 

o 
o 
z 
(/> 

7} 

C 

o 

H 
50    5 

z 


80 


70 


60 


r 
c 

30    f^ 


20 


1935 


1936       1937  EST. 


The  index  showing  trade  union  members  employed  is  not  an  index 
based  upon  the  total  number  of  workers  engaged  in  construction 
work  during  each  month.  No  one  knows  what  the  number  actually  is. 
Rather  the  index  compares  the  proportion  of  American  Federation  of 
Labor  trade  union  members  employed  in  any  given  month  with  the 
proportion  reported  as  employed  in  1928  and  1929. 

These  figures  indicate  that  about  the  same  proportion  of  trade 
union  members  are  employed  now  as  were  en?)loyed  in  those  years  of 
good  construction  volume.   This  alone  would  not  be  so  serious  if 
the  total  number  of  workers  available  had  been  maintained,  but  we 
know  that  that  has  not  been  the  case.  If  the  American  Federation 
of  Labor  reports  are  fair  samples  of  conditions  in  the  industry 
then  it  appears  that  the  labor  needs  of  a  rising  construction 
volume  have  been  met  by  putting  back  to  work  since  1933  an  in- 
creasing proportion  of  tiie  smaller  supply  available. 

Again,  as  in  so  many  instances  in  this  report,  it  is  necessary  to 
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warn  against  too  literal  an  interpretation  of  -the  data  presented 
in  this  chart.  It  is  quite  probable  that  the  Federation  reports 
were  not  representative  during  the  low  depression  years  because  a 
portion  of  the  unemployed  dropped  their  membership  and  hence  were 
not  reported.  If  this  data  was  iiie  only  evidence  we  had  of  the 
possibilities  of  a  labor  shortage  then  we  would  be  reluctant  to 
make  such  a  statement;  but  the  data  in  this  chart  merely  reduces 
to  a  visual  basis  the  widespread  local  reports  of  supply  difficul- 
ties . 

As  local  reports  of  shortages  are  piled  one  upon  the  other  support 
and  aii5)lifi  cation  is  given  to  this  data  and  to  the  foreboding 
prophecies  of  those  th^o  wonder  where  the  labor  supply  is  coming 
from  to  bring  the  "boom"  up  the  level  of  construction  that  was 
thought  to  be  normal  in  pre-depression  years.  There  is  consider- 
able reason  to  pause  when  we  reflect  that  the  proportion  of  union 
members  employed  is  now  as  high  as  it  was  during  those  good  years. 
The  estimated  construction  volume  for  1937  is  only  about  5Z%  of 
average  volume  for  the  last  two  years  before  the  big  deflation  in 
the  building  industry  got  under  way. 

One  of  the  most  careful  attempts  that  has  been  made  to  evaluate 
the  opposing  viewpoints  of  this  controversy  was  made  by  the  Archi- 
tectural Forum.  The  Forum  examined  the  labor  market  in  1928  and 
foxind  that  supply  and  demand  that  year  were  in  satisfactory  balance. 
It  estimated  that  the  supply  of  skilled  building  mechanics  declined 
4^  in  each  subsequent  year  due  to  death,  old  age  and  occupational 
shifts.  With  construction  volume  rising  and  with  very  little  ap- 
prenticeship training  being  done  to  offset  the  4^  yearly  decline, 
the  Forum  concluded  that  " . . .a  shortage  will  be  evident  in  the  late 
summer  and  early  fall  of  1937..." 

The  opposing  points  of  view  in  this  labor  question  are  clearly 
brought  out  by  the  following  quotations  from  sources  interested  in 
this  question.  Some  of  tiiese  comments  were  reported  by  the  Archi- 
tectural Forum.  Others  were  obtained  by  a  field  check  by  Young 
Management  Corporation: 

Harry  C.  Bates,  President,  Bricklayers,  Masons  and 
Plasterers  International  Union  of  America: 

"There  is  no  shortage  of  labor  as  far  as  the  members  of  our 
organization  are  concerned.  The  propaganda  that  has  appeared 
in  reference  to  a  shortage  is  malicious..."  "It  is  the  cus- 
tom of  our  organization  tiliat  there  should  be  one  apprentice 
to  each  ten  mechanics  in  the  industry.  This  organization  is 
ready  to  cooperate  in  seeing  that  apprentices  are  inducted 
into  the  industry..."  "Neither  the  PWA  nor  WPA  has  caused 
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any  shortage  of  labor  in  the  field  of  contract  work.     The  WPA 
projeots  employed  a  preponderance  of  unskilled  labor  and  a 
great  majority  of  the  mechanics  employed  on  these  projeots 
are  men  over  the  age  of  45  or  50  irtio,   normally,  find  it  had 
to  secure  employment  on  outside  contract  Tfork.** 

An  Officer  of  a  Union  in  One  of  the  Leading  Industrial 
Areas   states : 

"Skilled  labor  supply  in  this  area  probably  could  lift  build- 
ing to  85?^  of  the  1928-29  le^el .     In  the   entire  area  there 
is   an  OTersupply  above  1929  in  Hie  painters  and  carpenters 
trades  -  as  a  four-year  apprenticeship  is  not  required  for 
these  men.     Sinoe  the  average  age  of  bricklayers  hereabouts 
is  50  years,  we  cannot  produce  work  in  the  volume  of  tiie 
earlier  period.     Under  our  apprenticeship  laws   it  will  be 
1941  before  we  have  any  new  men  available.      This  condition 
applies   to  tiie  whole  of  the  United  States  and  Canada.     As 
for  the  training  of  additional  men,   I  cannot  speak  for 
trades  other   than  bricklayers  and  plasterers.     We  are  ab- 
solutely opposed  to  outside  advice  or  suggestions  regarding 
the  addition  of  apprentices .     We  have  always  handled  our 
own  appr  ent  io  es  hips . * 

C.  Holmes  Rapp,   of  Charles   T.  Wills,   Inc.,  Builders t 

"There  is  a  labor  shortage  of  skilled  workers   in  masonry 
work.     This  is  particularly  apparent  in  western  Massachu- 
setts, where  we  are   at  present  working." 

"We  have  very  few  apprentices,   the  fraction  being  less  than 
one  per  cent.     There  is  no  doubt  but  PWA  and  WPA  projects 
do  interfere  with  the  amount  of  labor," 

B.  B.   Cattle,    Secretary,   Copper  and  Brass  Research  Association: 

"The  United  States  today  is  on  the  threshold  of  one  of  the 
greatest  building  booms   in  its  history,  which  should  extend 
over  a  period  of  five  or  six  years.      I  am  very  fearful  that 
its  growth  may  be  retarded  to  some  extent  by  iiie  fact  that 
there  exists  a  shortage  of  skilled  mechanics  in  the  building 
industry.     Ihis  not  only  includes  sheet  metal  workers  and 
plumbers,  but  also  includes  bricklayers,  masons  and  plaster- 
ers." 

A.  D.   Thiebald,  Assistant  Vice  President,  U.  S.  Building 
and  Loan  League t 

"Probably  in  the  majority  of  cities  and  with  the  present 
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Yolume  of  building  the  present  labor  supply  is  adequate. 
In  some  cities  which  have  had  a  bit  more  than  average  in- 
crease in  volume  of  construction  we  have  had  reports  of 
shortages  of  skilled  labor  -  particularly  bricklayers , 
plumbers  and  electricians .  Such  reports  have  come  from 
Denver,  Portland,  and  Los  Angeles,  somewhat  more  decisively 
than  from  other  cities.  These  reports  indicate  that  short- 
ages of  labor  have  not  only  delayed  completion  of  buildings 
in  some  cases  but  are  resulting  in  progressively  increasing 
wage  scales I  doubt  whether  skilled  building  materi- 
als labor  is  adequate  to  take  care  of  the  expansion  in 
building  volume  which  can  be  anticipated  over  the  next  few 
years,  I  am  also  doubtful  indiether  mechanics  can  be  trained 
rapidly  enough  to  permit  an  adequate  supply.  The  result 
is  likely  to  be  not  only  continuously  higher  wage  scales 

but  actual  obstruction  to  some  building theaa  factors 

will  act  8ome#iat  as  a  brake  on  new  construction  -  and  when 
combined  with  rising  costs  are  acting  as  the  most  important 
single  factor  in  holding  back  the  volume  of  new  construc- 
tion," 

J,  W.  Williams,  President,  Building  and  Construction 
Trades  Department,  American  Federation  of  Labor; 

"...While  there  is  some  agitation  going  on  by  which  they 
are  endeavoring  to  show  a  shortage  of  laborers  and  building 
mechanics  throughout  the  United  States .  So  far  this  is  not 
true.  We  have  been  able  to  furnish  all  of  the  men  neces- 
sary and  still  have  some  left  over.  It  is  my  opinion  that 
we  will  be  able  to  furnish  the  men  even  though  expansion 
of  tiie  building  industry  does  increase  to  any  great  extent. 

"In  reference  to  the  training  of  men  for  work,  our  appren- 
tice system  throughout  the  building  industry  will  take 
care  of  that ..." 
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B.  M.  Craig,  Executive  Secretary  of  National  Assooiation 
of  Building  Trades  Employers 

'*We  can  expect  to  see  a  drastic  shortage  of  building  labor 
if  there  is  a  decided  expansion  of  construction. .. .1  doubt 
■very  much  if  sufficient  skilled  mechanics  can  be  developed 
to  offset  a  labor  shortage.. .this  training  period  will  have 
to  be  shortened  to  at  least  two   years." 

Summary 

Evidences  of  the  labor  shortage  are  appearing  in  the  widespread 
local  reports  coming  to  hand  of  inability  to  obtain  an  adequate 
labor  supply.  It  is  not  necessary  for  us  to  arrive  at  a  definite 
conclusion  concerning  the  extent  to  which  these  reports  are  arti- 
ficial. It  is  sufficient  for  the  purposes  of  -ttiis  study  to  point 
out  that  there  are  some  evidences  of  a  shortage  now,  when  the 
construction  volume  is  only  about  50%  of  that  we  previously 
thought  to  be  normal. 

That  the  present  supply  of  building  mechanics  is  less  than  it  was 
in  pre-depression  years,  and  that  the  decline  has  not  been  offset 
by  an  adequate  program  of  apprentice  training  cannot  be  denied. 
Whether  the  shortage  is  here  now  or  will  be  here  later  in  1937  - 
or  even  in  1938  -  we  can  conclude  that  later  in  the  present  build- 
ing cycle  the  labor  question  doubtless  will  become  a  brake  on  the 
attainment  of  the  optimistic  expectations  that  many  people  have. 


THE  OUTLOOK  FOR  NONRESIDENTIAL  CONSTRUCTION 
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Industrial  Construction 

In  most  cases  industrial  construction  is  synonymous  with  the  term 
expansion.  A  decision  to  replace  or  add  to  plant  capacity  depends 
upon  many  factors  - 

1)  Physical  depreciation  through  ordinary  wear  and  tear, 

2)  Obsolescence  because  of  technological  improvements, 

3)  Costs  of  construction  materials  and  interest  rates, 

4)  Extent  and  nature  of  unused  plant  capacity, 

5)  Trend  of  manufacturing  earnings ,  and 

6)  The  management's  appraisal  of  the  future  general  outlook. 

The  first  two  of  these  considerations  cannot  be  accurately  measured 
and  weighed  in  a  tendency  to  expand  except  over  a  considerable  time 
interval.  Undoubtedly  they  are  important  factors  that  enter  into 
every  decision  to  expand  factory  capacity,  but  considered  alone 
they  do  not  determine  construction  volume.  Factories  and  equipment 
-  like  every  other  division  of  the  building  industry — are  durable, 
hence  their  replacement  is  postponable.  If  physical  depreciation 
becomes  marked  during  a  period  unfavorable  to  expansion  it  usually 
results  in  an  increase  in  alterations  and  repairs  rather  than  in 
new  construction. 

The  estimates  of  total  construction  in  the  United  States  from  1925 
through  1936  bear  this  out.  (Appendix,  page  l) .  For  the  five-year 
period  up  to  1929  alterations  and  repairs  averaged  around  2j^  of 
the  total  estimated  construction  volume.   The  proportion  of  the 
grand  total  of  construction  during  -tiie  deflationary  period  that 
followed  increased  each  year  to  a  high  point  of  8.2^  in  1935.  In 
some  years  of  the  unfavorable  period  the  dollar  value  of  alterations 
and  repairs  was  below  the  average  for  the  boom  years  of  construc- 
tion, but  ihe   proportion  of  the  total  was  greater. 

A  period  of  deflation  acts  as  a  stimulant  to  technological  devel- 
opments having  quickly  realizable  opportunities  to  reduce  costs; 
but  generally  if  the  improvement  requires  considerable  plant  ex- 
pansion it  probably  will  be  delayed.  In  other  words  there  is  a 
tendency  to  catch  up  with  obsolescence  during  a  favorable  period. 

Likewise,   costs  of  construction  and  interest  rates,   important  as 
they  are,  are  not  the  dominBint  factors  determining  an  expansion 
policy.     The  important  thing  is  the  prospect  for  a  satisfactory 
return  on  the  additional  capital   investment.     TOiile  the  level  of 
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costs  in  part  determines  this  return,  they  are  secondary  to  the 
general  outlook  for  business  activity  -  particularly  at  a  time  of 
extremely  high  or  low  periods  in  the  business  cycle.  No  matter 
how  low  costs  are,  a  new  plant  will  not  be  built  if  it  cannot  be 
used.  Except  for  unusual  technical  improvements,  it  probably 
cannot  be  used  in  a  period  of  declining  volume  of  factory  produc- 
tion • 

Industrial  construction  can  be  stimulated  by  management's  appraisal 
of  prospects,  but  it  is  compelled  by  capacity  volume  and  made  pos- 
sible only  by  earnings.  Hence,  an  appraisal  of  these  factors  in 
the  industrial  construction  outlook  resolves  itself  chiefly  into 
an  examination  of  factors  four  and  five .  The  changing  fortunes  of 
this  division  of  the  building  industry  can  best  be  measured  by  fol- 
lowing the  trend  of  manufacturing  production  and  earnings.  Chart 
12 shows  the  trend  of  these  factors  since  1919. 


CHART  TWELVE 

INDUSTRIAL  CONSTRUCTION  AND  MANUFACTURING 
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The  index  of  manufacturing  production  is  the  index  of  the  Federal 
Reserve  Board  reduced  to  a  quarterly  basis .  The  index  of  construc- 
tion is  based  upon  the  Engineering  News  Record  figures  of  industrial 
contracts.  This  line  has  been  smoothed  to  eliminate  short  term 
fluctuations.  The  index  of  manufacturing  earnings  is  based  upon 
compilations  of  the  Standard  Statistics  Company. 

The  volume  of  industrial  construction  made  two  pronounced  peaks . 
The  first  was  in  1919  and  early  1920;  the  second  was  in  1929.  It 
will  be  noted  that  the  only  exception  to  a  pretty  close  relation- 
ship between  these  three  factors  was  the  1919  period.  Undoubtedly 
this  was  due  to  the  many  changes  made  in  manufacturing  processes 
after  the  War  and  to  important  changes  in  depreciation  provisions 
of  the  Revenue  Act  of  1918. 

From  the  low  point  of  the  post-war  depression  down  to  the  present 
there  has  been  a  close  relationship  in  the  direction- of  the  trend 
of  these  three  lines,  but  the  amplitude  of  the  movement  has  varied. 
The  relation  between  industrial  construction  and  earnings  is  closer 
than  the  relation  between  earnings  and  the  volume  of  construction. 
l/Vhen  it  is  considered  that  the  index  of  construction  can  be  -tiirown 
off  somewhat  by  the  letting  of  very  large  contracts ,  the  relation- 
ship is  very  close.  Subject  only  to  a  minor  interruption  in  the 
early  part  of  1930,  the  volume  of  industrial  construction  closely 
paralleled  the  downward  earnings  trend.  Except  for  an  upturn  in 
contract  construction  in  the  second  quarter  of  1933,  no  really  im- 
portant rise  took  place  until  1935  and  1936.  These  observations 
can  be  summarized  thus: 

1)  There  is  a  very  close  relationship  in  the  trend  of  industrial 
construction  and  the  trend  of  manufacturing  volume  and  earn- 
ings;  especially  with  the  latter.  Earnings  not  only  provide 
the  money  for  e3q)ansion,  but  they  undoubtedly  are  the  basic 
determinant  of  the  psychology  of  management  leading  to  expan- 
sion; hence  industrial  construction  follows  major  and  minor 
cycles  of  manufacturing  activity. 

2)  The  volume  of  factory  production  fluctuates  less  than  the 
earnings  derived  from  this  production,  and  building  fluctu- 
ates most  of  all . 

3)  Industrial  building  has  a  cycle  iidiich  is  unlike  the  cycle 
of  other  divisions  of  the  construction  industry,  such  as 
residential  building,  where  the  level  of  costs,  prices  and 
interest  rates  are  more  of  a  dominant  factor  in  decisions 
to  build. 

4)  New  building,  that  is  expansion,  is  at  a  miniiaum  when  earn- 
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ings  are  low  or  -when  deficits  are  being  reported.  In  the 
early  stages  of  the  cyclical  upturn  building  proceeds  in 
line  with  volume  and  earnings ,  As  the  rate  of  earnings 
increase  and  confidence  in  the  outlook  grows  apace,  indus- 
trial building  proceeds  at  a  faster  rate  until  the  time  is 
reached  when  construction  volume  seems  to  feed  upon  itself. 
The  result  is  a  much  wider  amplitude  of  movement  in  the 
industrial  construction  cycle  thsui  in  tiie  basic  factors 
that  determine  it. 


5)  At  the  peak  there  is  iddespread  overbuilding. 

This  chart  gives  ample  justification  for  an  axiom  of  corporation 
finance  -  that  the  test  of  management  is  its  ability  to  expand 
properly.  More  concerns  are  wrecked  by  management  responding  to 
the  psychology  of  a  good  earnings  period  to  grow  bigger  than  by 
firm  determination  not  to  over-expand  in  order  to  take  care  of  the 
last  heaped  up  order  of  the  business  cycle. 

TOien  boom  psychology  is  prevalent  plants  generally  crowd  capacity 
and  the  psychological  responses  of  many  business  men  are  to  predi- 
cate an  expansion  program  upon  an  indefinite  continuation  of  these 
conditions.  Then  it  is  likely  that  the  earnings  justification  of 
much  of  this  building  will  come,  if  at  all,  several  years  later. 
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Summary 


The  volume  of  industrial  construction  was  stimulated  in  1935  and 

1936  by  a  sharp  upturn  in  manufacturing  production  and  earnings . 
After  lagging  below  the  line  representing  manufacturing  production 
for  five  years,  industrial  construction  in  1936  increased  its  pace 
faster  than  either  volume  or  earnings.  Part  of  this  is  long  de- 
ferred work.  "Whether  it  is  the  beginning  of  a  period  that  will 
culminate  in  a  major  or  minor  peak,  time  alone  will  tell. 

Many  lines  are  now  crowding  capacity.  Earnings  are  relatively 
favorable  to  pay  for  expansion.  An  added  factor  in  the  favorable 

1937  outlook  is  that  increasingly  high  wage  rates  have  given  a 
further  impetus  to  expansion  for  technological  reasons.  We  expect 
that  industrial  construction  in  1937  will  show  a  50^  increase  over 
last  year.  The  increase  will  be  most  pronounced  in  the  steel, 
paper,  oil  and  chemical  industries. 


The  outlook  for  industrial  building  is  as  broad  as  the  outlook  for 
business  itself  and  is  subject  to  all  of  the  hopes  and  fears  that 
business  men  have.  Strong  factors  work  for  high  volume.  Equally 
strong  factors  work  against  it,  the  chief  of  which  are: 

1)  Mounting  level  of  all  taxes.      / 

2)  Undistributed  Profits  Tax. 

3)  General  uncertainty  making  it  difficult  to  see  very  far 
sihead  in  this  period  of  social  and  economic  reconstruction 
which  is  reflected  in  the  current  readjus-bnents  in  the  re- 
lationship of  business  and  government,  and  business  and 
labor. 
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Commercial   Construction 

The  trend   of  coiranercial  building  construction  is  someTi^at  more  de- 
pendent upon  local   conditions  than  is  the  trend  of  industrial  con- 
struction.    Interest  rates,   construction  costs,   and  other  elements 
that  enter  directly  into  annual  carrying   charges  are  of  greater  im- 
portance in  determining  the  "Tolume  of  now  construction.     IVhile  ttese 
factors  are  important  in  planning  industrial  expansion  their  Tseight 
is  off -set  by  the  trend  of  manufacturing  production  aixi  corporate 
earnings . 

In  Chart  13  we  show  the  trend  of  conBuercial  building  in  the  United 
States  based  upon  a  quarterly  index  of  commercial   construction     as 
reported  by  the  Engineering  News   Record.     Also  shown  is   the   trend 
of  vacancies   in  office  buildings  as   reported  by  the  National  Associ- 
ation of  Building  Owners  and  Managers.     This  percentage   is  based 
upon  figures  for  office  buildings   in  a  large  number  of  cities.     Va- 
cant space   is   reported  as  the  total  percent  of  rentable  office  space. 
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The  Engineering  News  Record  index  is  based  upon  the  total  of  all 
types  of  commercial  building  construction.  Hence  -tiie  two  indexes 
are  not  strictly  comparable,  yet  an  important  relationship  is 
shown  which  will  apparently  support  a  definite  conclusion  as  to 
the  immediate  trend  of  this  type  of  construction. 

It  seems  that  commercial  building  construction  is  substantial  when 
the  vacancies  run  from  8^  to  10^  of  the  total  rentable  space.  If 
they  are  higher  than  12^,  the  volume  of  new  building  is  likely  to 
be  curtailed. 

Vacancies  reached  their  high  point  on  January  1,  1934  when  impor- 
tant cities  indicated  27.57^  of  total  rentable  space  as  unoccupied. 
Since  then  there  has  been  a  generally  downward  tendency.  On  Janu- 
ary 1,  1937,  the  latest  report  available,  the  percentage  stood  at 
20.51.  So  long  as  there  is  this  proportion  of  unused  office  space, 
we  are  not  likely  to  bee  a  sustained  and  prolonged  increase  in  of- 
fice building  construction.  Competition  from  such  a  large  amount 
of  unoccupied  space  will  doubtless  continue  to  hold  rents  down 
toward  the  level  where  expansion  is  not  greatly  stimulated. 

There  doubtless  will  be  increases  reported  in  this  total  for  the 
country,  but  there  will  be  no  general  encouragement  to  speculative 
building  until  the  vacancy  percent  again  approaches  12^.  It  has 
required  three  years  for  the  percentage  to  decline  six  points.  It 
is  unlikely  that  another  8  points  decline  will  set  in  immediately. 

There  are  some  significant  variations  from  -ttie  national  average 
included  in  the  general  index.  Among  major  cities,  Washington,  D.C. 
is  the  most  nearly  "rented  up" .  The  occupancy  figure  for  that  city 
was  nearly  99?^.  The  vacancy  figure  for  New  York  is  about  average. 
The  highest  percentages  reported  by  the  large  cities  were  - 

• 

Chicago 24.72 

Philadelphia   27.09 

Detroit 30.67 

St.  Louis 33.36 

The  figures  for  individual  cities  reported  by  the  Association  of 
Building  Owners  and  Managers  for  January  1  make  an  interesting 
comparison  with  those  for  October  1,  1936,  the  last  reported  date 
in  1936.  Only  five  cities  reported  a  contraction  in  space  re- 
quirements .  All  of  the  other  showed  a  definite  tendency  toward 
absorption  of  available  space.  The  largest  net  expansion  was  shown 
by  Chicago. 


^ 


There  is  a  considerable  regional  variation  in  the  vacancy  percent- 
age. The  lowest  figure  was  reported  by  the  Southern  District  (14.97) 
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followed  by  the  Southwest  (17.95),  Pacific  Southwest  (19.63),  and 
the  Midwest  and  Northern  (19.86).   The  greatest  proportion  of  va- 
cant space  was  reported  by  the  New  England  area  (23.01)  followed 
by  the  North  Central  District  (22.85). 

Competition  among  property  owners  for  new  tenants  resulted  last 
year  in  a  large  amount  of  rebuilding  of  store  fronts,  moderniza- 
tion of  heating  and  ventilating  systems,  et  cetera.  This  tendency 
is  likely  to  continue  for  some  time.  Dollar  volume  from  this  source 
and  in  local  areas  where  the  vacancy  percentage  is  below  12^  can 
be  relied  upon  to  expand  the  1937  total  materially,  but  the  level 
for  the  year  is  not  likely  to  be  substantially  e;reater  than  about 
one-third  of  the  1925-28  average. 

Private  Utilities 

During  the  twenties  there  was  a  substantial  yearly  improvement  in 
the  expenditures  undertaken  by  private  utilities.  This  was  par- 
ticularly true  of  electric  power  where  capacity  and  output  grew  at 
the  astonishing  rate  of  about  10^  annually.  Construction  expendi- 
tures for  the  average  year  after  1925  were  about  $1,900,000,000. 
Electric  power  was  the  largest  item  in  the  group  with  about  Z^'%   of 
the  total.  Railroads  with  21"^  of  the  total  only  slightly  exceeded 
telephone  and  telegraph.   The  peak  expenditure  for  this  group  did 
not  come  until  1930.  The  usual  decline  followed  so  that  by  1933 
the  total  was  only  about  20^  of  the  previous  record  expenditures . 
General  improvement  has  now  lifted  the  total  to  about  50?^  of  the 
1930  peak,  the  bulk  of  this  improvement  having  been  reported  in 
1936. 

In  the  electric  power  industry  it  requires  two  years  to  plan  and 
build  a  large  steam  plant,  and  from  two  to  seven  years  for  a  large 
hydro  plant.  This  made  it  impossible  to  curtail  substantially  the 
policy  of  the  industry  to  provide  adequate  standby  capacity.  Total 
generating  capacity  continued  to  expand  through  1933.  By  the  end 
of  1930  about  two  thirds  of  the  total  capacity  of  the  industry  was 
under  ten  years  of  age.  Maintenance  and  replacement  were,  therefore, 
held  at  a  low  level  in  subsequent  years  when  a  decline  in  electric 
consumption  provided  no  outlet  for  the  industry's  enlarged  plant. 

Since  1933  output  has  expanded  so  sharply  that  it  is  currently  run- 
ning from  15?S  to  20^  above  pre-depression  highs  for  similar  periods 
of  the  year.  Customers  number  about  7.8^  more  than  in  1929.  The 
indicated  current  capacity  factor,  meaning  the  ratio  between  peak 
load  and  generating  capacity,  is  about  B%  over  what  was  thought  to 
be  normal  in  1929.  Consequently,  should  demand  continue  to  increase 
as  now  indicated  a  large  building  program  for  utilities  must  be 
iindertaken.  It  has  been  estimated  that  in  the  next  two  years  ap- 
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proximately  $850,000,000  will  have  to  be  spent  for  generating  and 
transmission  equipment. 

Because  of  shifts  of  population  during  the  depression  and  the  ex- 
pected further  revival  of  housing  construction  in  new  areas,  it  is 
believed  that  the  demand  for  new  telephone  connections  will  only 
imperfectly  fit  the  reserve  facilities  that  the  industry  now  has. 
Furthermore,  if  telephone  connections  advance  to  a  new  peak  the  in- 
dustry could  not  long  avoid  expenditures  in  excess  of  the  twenties. 
This  is  because  plant  and  equipment  expands  more  rapidly  than  the 
number  of  telephones  in  use.  It  seems  reasonable  to  estimate  that 
the  time  is  not  far  away  when  expenditures  will  approach  the  level 
of  the  late  twenties , 

The  telephone  and  telegraph  industry  like  electric  power  was  forced 
to  make  large  capital  expenditures  in  the  period  1925  to  1929.  Since 
about  90^  of  the  plant  investment  in  the  telephone  industry  is  con- 
trolled by  American  Telephone  and  Telegraph  Company,  capital  and 
maintenance  expenditures  are  controlled  to  an  unusual  degree  by  long 
range  planning.  As  a  result,  group  expenditures  held  up  better  than 
other  divisions  of  the  private  utility  industry. 

These  large  expenditures  in  the  early  depression  years,  toge-cher 
with  the  decline  in  the  number  of  telephones  in  use,  led  to  a  very 
large  surplus  of  facilities  by  the  close  of  1933.  An  expansion  of 
telephones  installed  began  in  1934  and  has  continued  to  date,  with 
extraordinarily  large  increases  being  currently  reported  in  1937, 
Somewhat  more  than  half  of  the  ground  lost  during  the  depression  has 
now  been  regained.  Probably  there  is  still  a  substantial  reserve 
capacity  which  will  eliminate  the  possibil'ty  for  very  large  imme- 
diate construction  expenditures . 

State  and  Local  Government  Construction 

Included  in  this  iiivision  are  the  expenditures  of  cities  and  local 
governmental  divisions  and  state  governments  for  a  variety  of  public 
services.  In  the  four-year  period  1925  through  1928,  which  we  have 
been  using  for  comparative  purposes,  the  annual  aTrerege  expenditure 
of  these  governmental  agencies  was  $2,200,000,000.  Expenditures  on 
roads  and  streets  accounted  for  about  5Z%  of  this  average  yearly 
volume.   The  next  largest  item  was  public  buildings,  which  accounted 
for  200  of  the  total .  Schools  were  the  largest  item  in  the  public 
building  category.  Sewers  and  waterworks  comprised  over  12^  of  the 
total.  The  balance,  about  11^,  consisted  of  recreation,  land  im- 
provement, and  minor  items . 

Total  construction  expenditures  by  these  governmental  bodies  held 
up  better  than  the  other  groups.  In  the  early  part  of  tiie  depres- 
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sion  looal  bodies  made  strenuous  efforts  to  maintain  public  works  as 
an  unemployment  relief  measure.  By  1933,  however,  -tiiey  were  not 
able  to  maintain  appropriations  beoause  of  declining  tax  collections 
and  pressure  to  make  direct  appropriations  for  relief.  There  fol- 
lowed in  1934  and  1935  a  return  to  the  pre-depression  scale  of  ex- 
penditures. This  was  sharply  increased  in  1936  to  a  level  substan- 
tially higher  than  was  ihe   case  in  any  normal  year. 

The  increase  since  1933  has  been  due  for  the  most  part  to  larger 
loans  and  grants  from  the  Federal  government.  In  a  normal  year 
such  grants  did  not  exceed  4^.  In  1934  68%  of  such  expenditures 
came  from  Federal  government  appropriations.  During  the  last  two 
years  the  Federal  government  has  given  to  states  and  municipalities 
about  $1   for  each  dollar  that  they  e^ipended.  At  the  same  time  a 
change  took  place  in  the  type  of  construction  work  undertaken.  The 
proportion  allocated  to  roads  declined  somewhat.  Public  building 
received  a  greater  proportion.  The  largest  increase  was  for  recre- 
ation and  power  and  light. 

Future  appropriations  for  public  works  will  depend  largely  on  the 
following  factors  s 

1)  The  physical  needs  of  the  community. 

2)  Public  policy  with  respect  to  expansion  of  governmental 

responsibilities  for  the  individual. 

3)  The  governmental  debt  structure  and  costs  of  further 

borrowing . 

4)  Competition  with  budget  expenditures  for  other  purposes , 

The  need  for  public  works  is  chiefly  determined  by  population  growth 
and  rising  standards  of  living.  This  accounts  for  the  huge  increase 
over  the  last  several  decades. 

It  is  expected  that  population  growth  will  level  off,  and  to  the  ex- 
tent that  it  does  so,  the  need  for  additions  to  take  care  of  popula- 
tion growth  will  decline.  This  will  be  offset,  however,  by  the  neces- 
sity to  expand  maintenance  charges  on  the  larger  physical  plant  erect- 
ed in  the  twenties  .  In  spite  of  the  well  maintained  total  expendi- 
tures in  this  group  there  probably  is  some  accumulated  deficiency. 
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National  population  increased  5.7%  from  July,  1929,  to  July,  1936. 
Public  school  enrollment  increased  about  7%.  There  is  probably  a 
need  for  some  further  building  in  this  line,  particularly  hi^ 
schools  where  the  bulk  of  the  increase  in  enrollment  took  place. 
It  seems  likely  that  there  is  some  deficiency  in  sewers  and  iwater- 
works,  particularly  -when  we  consider  that  residential  building  will 
advance  for  several  years.  In  1935  the  PVITA  found  that  needed  pub- 
lic construction  totalled  more  than  $12,000,000,000,  but  need  for 


public  construction,  however,  is  not  as  important  as  the  willingness 
of  the  people  to  tax  themselves  to  meet  the  need. 

It  is  impossible  to  balance  these  factors  and  arrive  at  a  close 
estimate  of  the  future  trend  of  public  expenditures.  The  trend  in 
the  past  has  followed  the  prevailing  standard  of  living  and  this 
factor  will  continue  to  make  for  a  high  level  of  expenditure . 

There  has  been  some  tendency  for  municipalities  to  pay  for  a  larger 
proportion  of  their  outlays  from  current  revenue  rather  than  from 
borrowings.  The  general  fiscal  condition  of  municipalities  has  im- 
proved markedly  as  tax  collections  picked  up.  The  low  level  of  in- 
terest rates  is  conducive  to  public  expenditures,  particularly  of 
the  kind  which  are  revenue  producing. 

It  seems  safe  to  conclude  that  street  and  road  construction*  and  re- 
pair work  along  with  the  physical  needs  of  population  growth  will 
require  the  maintenance  of  public  works  expenditure  at  least  equal 
to  the  average  of  previous  "normal"  years. 

SUMMARY 

Commercial  and  industrial  construction  will  probably  increase  this 
year  about  ^0%  over  1936,  but  the  total  will  still  be  less  than 
half  the  average  yearly  volume  of  1925-28.   This  inability  to  ad- 
vance closer  to  pre-depression  levels  probably  reflects  two  influ- 
ences more  than  any  other  - 

1)  Conditions  are  not  favorable  to  skyscraper  development  in 
1937  which  comprised  an  important  part  of  the  total  of  the 
1925-28  volume.  This  type  of  building  was  financed  mostly 
by  sale  of  mortgage  bonds  and  certificated  mortgages .   Se- 
curities of  this  sort  can't  be  sold  today. 

2)  In  spite  of  low  long  term  interest  rates,  corporations  are 
reluctant  to  borrow  too  much  new  money  for  plant  expansion. 
Taxation  of  undistributed  prof  its  keeps  earnings  available 
to  pay  for  expansion  at  a  minimum.  The  present  volume 
reflects  the  necessity  of  the  moment  rather  than  the  un- 
restrained optimism  of  the  late  "new  era". 

These  groups  together  with  expenditures  by  the  private  utilities 
will  provide  most  of  the  increase  in  total  contracts  awarded  this 
year  not  accounted  for  by  residential  expansion.  Public  works 
will  decline.  The  decrease  will  be  somewhat  more  than  appeared  to 
be  the  case  three  months  ago.   This  is  due  to  a  slowing  down  in 
Federal  appropriations  and  to  Mr.  Roosevelt's  recently  announced 
intention  to  withdraw  stimulation  from  the  durable  goods  industries. 
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For  the  past  three  years  expenditures  for  public  buildings  -  social, 
recreational,  educational,  hospitals,  and  other  quasi  public  build- 
ing -  may  be  classified  in  a  group  which  has  been  most  dependent 
upon  public  funds .  Probably  three -fourths  of  the  sum  spent  on  them 
came  either  from  federal,  state,  or  municipal  governments,  with  the 
Federal  government  contributing  more  than  states  and  municipalities . 
Hence,  the  volume  in  -these  groups  will  follow  closely  the  trend  of 
Federal  appropriations  on  building  projects . 

The  reports  available  covering  the  early  part  of  this  year  indicate 
that  public  and  private  financing  of  building  have  reversed  their 
position  of  the  last  two  years.  In  January  and  February  last  year 
private  financing  comprised  only  36?^  of  total  contracts  awarded, 
whereas  in  the  similar  period  of  this  year  private  work  had  advanced 
to  58^  of  the  total. 


OUTLOOK  FOR  RESIDENTIAL  CONSTRUCTION 


The  American  Housing  Structure 

A  logical  point  of  departure  for  a  study  of  the  outlook  for  res- 
idential construction  and  its  contribution  to  the  present  build- 
ing cycle  is  to  see  what  our  existing  housing  structure  is  like. 
Manifestly,  it  is  difficult  to  develop  a  composite  picture  of 
American  housing.  Houses  reflect  tastes  and  the  individual  in- 
comes of  the  owners  to  a  degree  that  makes  extensive  generaliza- 
tions difficult.  There  is  too  much  variety  to  reduce  our  dwell- 
ings to  an  "average  home"  basis  unless  we  generalize  on  character- 
istics of  the  house  by  taking  one  factor  at  a  time. 

It  is  not  easy  to  visualize  an  "average  American  home"  that  in- 
cludes a  North  Shore  estate,  a  slum  block,  an  Iowa  farm,  and  a 
company  mining  town.  The  best  that  can  be  done  is  to  present  a 
descriptive  statement  of  the  basic  factors  affecting  home  building 
and  ownership. 

Before  doing  this  it  might  be  well  to  see  how  important  housing  is 
in  the  total  of  our  national  assets.  Sociological  studies  of  hous- 
ing in  various  nations  indicate  that  in  the  early  development  of  a 
nation  the  value  of  its  buildings  is  small  compared  with  that  of 
its  land.  As  the  nation  moves  toward  industrialization  building 
values  approach  or  even  exceed  land  values.  One  of  the  best  esti- 
mates* of  the  relationship  of  land  and  building  values  covers  the 
year  1930: 

%  of 
Total 

Total  fastxmated  wealth 

in  the  United  States    |42 5, 000 ,000,000 

Land  value    125,000,000,000  29.4 

Residential  dwellings      ....         70,000,000,000         16.5 
All  other  buildings      45,000,000,000         10.6 

From  this  it  is  clear  that  building  values   are  important  to  the 
nation  and  the  distribution  of  this  value,   especially  that  of  res- 
idential units,   is  of  prime  importance  in  the  country's  standard 
of  living. 


*Bemis :   The  Economics   of  Shelter. 


-   56  - 


-  57  - 


it 


The  Census   of  1930  reported  that  American  housing  is   about  equally 
divided  between  owned  homes  and  rented  dwellings.      This   is  true 
both  for  the  total   of  all  homes   in  the  United  States  and  for  its 
major  subdivisions,   farm  and  non-farm  homes. 


Tenure  of  Homes   -  Farm  and  Nonfarm 
for  the  United   States:  1890-1930 


Dwellings  &  Families  by  Classes 


1930 

1920 

1910 

1900 

1890 

fo 

% 

fo 

% 

% 

All  Homes 

100.0 

100.0 

100.0 

100.0 

100.0 

Owned 

46.8 

44.6 

44.8 

45.1 

47.8 

Rented 

51.2 

53.2 

52.8 

51.5 

52.2 

Tenure  Unknown 

1.9 

2.2 

2.3 

3.4 

- 

Farm  Homes 

100.0 

100.0 

100.0 

100.0 

100.0 

Owned 

52.5 

56.7 

62.7 

63.9 

65.9 

Rented 

44.5 

40.8 

37.1 

35.3 

34.1 

Tenure  unlcnown 

3.0 

2.5 

0.2 

0.7 

- 

Nonfarm  Homes 

100.0 

100.0 

100.0 

100.0 

100.0 

Owned 

45.2 

40.0 

37.1 

34.7 

36.9 

Rented 

53.2 

57.9 

59.6 

60.5 

63.1 

Tenure  Unknown 

1.6 

2.1 

3.3 

4.8 

m, 

Source;  United  States  Census,  1930. 

PrOTi  this  data  it  appears  that  there  have  been  no  marked  changes  be- 
tween total  rental  and  ownership  tenure  over  the  last  forty  years . 
There  has  been,  however,  a  downward  trend  in  the  ownership  tenure  of 
farm  homes  and  an  upward  trend  in  the  ownership  of  non-farm  homes . 
For  this  study  we  can  safely  assume  that  the  American  housing  structure, 
taken  in  its  entirety,  will  continue  to  involve  in  the  near  future 
dwelling  units  half  of  which  are  owned  and  half  of  which  are  rented. 

According  to  the  Real  Property  Inventory  of  1934  covering  64  cities, 
about  54^  of  the  owner  occupied  single  family  dwellings  were  mortgaged. 
For  the  year  1930  the  Department  of  Agriculture  estimates  that  about 
42^  of  our  owner  occupied  farms  were  mortgaged. 

The  United  States  is  predominantly  housed  in  one-family  units .  A  de- 
tailed comparison  of  the  number  of  dwelling  units  and  their  distribu- 
tion among  families  is  shown  in  the  table  on  ihe   following  page  • 


Type  &  Class 

of  Dwelling 

Dwellings 

% 

Families 

% 

Total 

25,204,976 

100.0 

29,904,663 

100.0 

One  family 

- 

22,833,110 

90.6 

22,833,110 

76.4 

Two  family 

1,728,087 

6.9 

3,456,174 

11.6 

Three -or-mo re 

family 

643,779 

2.6 

3,615,379 

12.1 

Urban 

12,982,655 

100.0 

17,308,480 

100.0 

One  family 

10,937,817 

84.1 

10,937,817 

63.1 

Two  family 

1,430,570 

11.1 

2,861,140 

16.6 

Three-or-more 

family 

614,268 

4.7 

3,509,523 

20.3 

Rural   Non-Farm 

5,553,640 

100.0 

5,927,502 

100.0 

One  family 

5,226,612 

94.1 

5,226,612 

88.2 

Two  family 

297,517 

5.4 

595,034 

10.0 

Three-or-more 

family 

29,511 

.6 

105,856 

1.8 

Total  Non-Farm 

18,536,295 

100.0 

25,235,982 

100.0 

One  family 

16,164,429 

87.2 

16,164,429 

69.5 

Two  family 

1,728,087 

9.3 

3,456,174 

14.9 

Three-or-more 

family 

643,779 

3.5 

3,615,379 

15.5 

Total  Farm 

One  family 

6,668,681 

100.0 

6,668,681 

100.0 

Two  family 

- 

- 

- 

- 

Three-or-more 

family 

- 

- 

- 

- 

Source:  U.  S.  Census,  1930. 

For  the  entire  nation  over  90?!?  of  our  dwelling  structures  are  one- 
family  units  which  house  76.4^  of  our  total  number  of  femiilies. 
Farm  housing  is  entirely  of  the  single  unit  variety.  Rural  non- 
farm  is  nearly  so.  Even  in  the  urban  group  63'%  of  our  families 
occupy  single  dwellings  and  only  Z0%  are  housed  in  structures  which 
are  occupied  by  three  or  more  families . 

Most  of  these  multiple  units  are  concentrated  in  the  states  of 
California,  Illinois,  Pennsylvania,  New  York,  and  Ifcissachusetts . 
In  the  urban  group  where  most  of  the  larger  apartments  are  found, 
the  average  size  of  the  three  or  more  family  type  is  a  5.7  family 
dwelling.  This  suggests  that  while  20/^  of  -the  urban  families  are 
in  multiple  family  units  a  much  smaller  proportion  live  in  what  we 
commonly  term  an  apartment  house. 

The  period  since  1920  is  commonly  thought  of  as  an  era  of  rapid 
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expansion  of  apartment  house  living.  This  belief  is  largely  due 
to  the  reports  of  the  Bureau  of  Labor  Statistics  of  types  of  dwell- 
ing units  erected  in  257  identical  cities  of  the  United  States  dur- 
ing the  period  1921  to  1936.  Of  the  total  number  of  units  built 
during  this  period  Z9%  were  the  multi-family  type .  This  is  not 
indicative,  however,  of  the  rate  of  shifting  to  apartments  in  the 
entire  country.  Further  conclusions  on  this  trend  can  be  drawn 
from  the  census  information  reported  in  the  table  on  page  66. 

From  1890  to  1930  the  number  of  families  per  dwelling  unit  in- 
creased from  1.11  to  1.19,  Most  of  this  shift  away  from  single 
family  dwellings  took  place  in  the  decades  ending  in  1910  and  1920 
rather  than  in  the  census  period  ending  in  1930 . 

We  have  stated  that  American  housing  is  characteristically  single 
family  housing,  half  owned  and  half  rented.  Tilfhile  this  is  true  on 
the  average  there  is  considerable  variation  among  income  groups. 
The  following  table  shows  the  distribution  of  renting  and  owning 
families  according  to  home  values: 


VALUE  OF  OWNED  AND  RENTED  HOMES 


Owned  Non-Farm 

Ranted 

Non-Farm 

Cumulative  % 

%  of  total 

Cumulative 

1 

%  of  Total 

7.6 

7.6 

12.7 

12.7 

13.0 

5.4 

23.5 

10.8 

18.1 

5.1 

34.0 

10.5 

29.2 

11.1 

54.6 

20.6 

51.5 

22.3 

80.4 

25.8 

73.4 

21.9 

92.6 

12.2 

82.8 

9.4 

95.4 

2.8 

91.4 

8.6 

96.7 

1.3 

94.6 

3.2 

97.1 

A 

98.0 

3.4 

97.5 

A 

100.00 

2.0 

100.0 

2.5 

Value 

$1,000 
1,000  to     1,500 
1,500  to     2,000 
2,000  to     3,000 
3,000  to     5,000 
5,000  to     7,500 
7,500  to  10,000 
10,000  to   15,000 
15,000  to  20,000 
over  20,000 
not  reported 


Source:     U.   S,  Census  1930. 

The  direct  comparison  of  this  table  between  the  value  of  owned  and 
rented  homes   is  made  on  the  usual  rule-of -thumb  basis   that  a  rent 
capitalized  at  the  rate  of  1%  per  month  will  give  the  approximate 
value  of  the  rented  property.     Hence,    rented  homes   classified  as 
having  a  value  under  |l,000  are  those  whose  monthly  rental  payments 
are  under  |10. 

When  the  cumulative  percentage  showing  the  portion  of  all  homes 


( 
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included  under  a  given  value  is  compared  with  similar  percentages 
for  the  rented  group  it  becomes  evident  that  home  ownership  is 
concentrated  in  a  higher  valuation  bracket  than  is  the  case  of 
rented  premises.  In  the  owned  group  only  slightly  more  than  half 
of  the  total  homes  have  a  value  under  $5,000,  whereas  over  80?S  of 
the  rented  homes  are  so  included.  The  median  value  of  the  owner- 
occupied  half  of  our  dwelling  units  is  about  $4,800,  whereas  the 
rented  portion  has  a  median  value  of  only  $2,700. 

There  are  several  reasons  accounting  for  this.  We  have  not  at 
any  stage  of  our  development  as  a  nation  built  homes  for  the  low 
income  class .  The  lower  groups  live  in  the  second  hand  and  cast- 
off  units  of  the  higher  brackets.  A  second  reason  for  the  lower 
median  value  in  the  rental  group  is  that  families  able  to  spend 
only  a  minimum  for  shelter  may  be  forced  to  concentrate  in  multiple 
dwelling  units  where  costs  may  be  lower  because  the  original  con- 
struction cost  was  lower  or  because  there  were  fewer  rooms  assigned 
to  each  family. 

The  American  housing  structure  can  be  likened  to  an  inverted  fun- 
nel in  which  new  construction  enters  at  the  top  and  is  successive- 
ly hsoided  down  to  the  lower  income  groups ,  If  the  amount  of  new 
construction  flowing  in  at  -the  top  exceeds  demolitions  and  require- 
ments to  meet  population  growth  then  it  can  be  said  that  housing 
standards  are  increasing.  If  new  construction  does  not  exceed 
these  requirements  then  the  nation  is  being  housed  in  dwellings 
that  are  progressively  more  obsolescent. 

It  is  a  striking  fact  that  few  houses  are  ever  demolished  in  the 
United  States  to  make  way  for  the  erection  of  a  new  dwelling  unit 
of  a  similar  type.  The  Brookings  Institution  has  estimated  that 
demolitions  during  the  period  1920-1930  totaled  about  700,000  units. 
Available  information  from  other  sources  would  lead  us  to  believe 
that  very  few  of  these  demolitions  were  due  to  complete  physical 
deterioration.  Probably  one-fourth  was  due  to  condemnation  for 
public  use.  Another  third  was  accounted  for  by  a  change  of  the 
site  to  other  uses.  The  remainder  was  accounted  for  by  fire  losses, 
obsolescence,  depreciation,  etc. 

We  are  inclined  to  believe  that  in  recent  years  total  demolition 
of  dwelling  units  in  the  United  States,  due  to  conversion,  fire 
losses  or  any  other  cause,  has  been  about  one-sixth  of  1%  of  •the 
total  housing  units  standing. 

An  interesting  coiDparison  can  be  made  between  our  policy  of  hand- 
ing down  second  hand  housing  and  practices  in  the  automobile  in- 
dustry. If  the  automobile  industry  pursued  a  similar  policy  the 
country  would  be  full  of  high  priced  oars  of  varying  ages  with  few 
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oars  in  the  low  priced  field.  Instead  of  Fords,  Chevrolets ,  and 
Plymouths,  our  average  income  groups  would  be  driving  around  in 
ancient  Linoolns,  Packards ,  and  Cadillacs,  Under  a  system  of  this 
kind  it  is  safe  to  assume  that  America's  facilities  for  private 
transportation  would  be  as  poor  as  its  housing. 

There  is  no  very  complete  information  available  on  the  physical 
condition  of  the  housing  structure.  The  best  data  on  iiiis  point 
was  compiled  by  the  Real  Property  Inventory  of  the  Department  of 
Commerce  in  1934.  This  study  revealed  that  44^  of  our  housing 
needed  minor  repairs;  over  15?^  needed  major  repairs;  and  over  2% 
was  unfit  for  use.  Bight  percent  of  our  dwelling  units  were  vacant 
in  spite  of  the  fact  -that  nearly  the  same  percentage  of  families 
were  doubled  up  with  others . 

It  has  been  commonly  assumed  that  the  average  life  of  residential 
buildings  is  about  fifty  years.  Information  derived  from  the  Seal 
Property  Inventory  and  other  studies  suggests  that  from  one -half  to 
three-fourths  of  our  residential  structures  are  still  in  use  fifty 
years  after  they  are  built.  Except  when  a  building  is  converted  to 
other  uses  or  destroyed  by  fire,  its  life  seems  to  be  chiefly  de- 
pendent upon  - 

1)  Physical  depreciation, 

2)  Obsolescence,  and 

3)  Changing  character  of  the  neighborhood. 

It  is  probably  safe  to  say  that  time  alone  is  not  as  important  in 
physical  depreciation  as  obsolescence  and  the  neighborhood  influ- 
ence. Rapid  depreciation  is  generally  due  to  faulty  construction 
or  inadequate  maintenance.  Physical  depreciation  is  hastened  when 
obsolescence  and  neighborhood  influences  react  unfavorably  on  prop- 
erty values.  Probably  the  most  important  of  these  three  influences 
is  the  changing  character  of  the  neighborhood.  So  long  as  it  main- 
tains its  character,  depreciation  can  be  reduced  to  a  negligible 
amount  -  barring  obsolescence.  Obsolescence  is  chiefly  a  function 
of  freakish  architecture. 

The  average  Amsrican  has  a  deeply  ingrained  belief  in  the  funda- 
mental excellence  of  living  conditions  in  this  country,  TOien  we 
examine  the  American  housing  structure  in  the  light  of  information 
revealed  by  census  data,  and  the  Real  Property  Inventory,  supple- 
mented with  unemotional  observation  of  individual  units,  we  must 
arrive  at  the  conclusion  that  American  housing  is  below  standard. 
It  is  conmon  to  list  certain  quasi  necessities  of  modern  life, 
such  as  telephone,  central  lighting  aixi  heating,  as  yardsticks  for 
judging  standards  of  individual  properties.  If  we  eliminate  all 
of  these  as  being  unessential  and  base  our  conclusion  upon  factors 
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that  react  more  directly  upon  health  and  morals  -  such  as  pure 
running  water  inside  the  house,  healthful  surroundings  for  the 
building,  indoor  sanitary  facilities,  ample  space,  sunlight  and 
ventilation  at  a  cost  not  to  exceed  20?^  of  family  income  -  the 
facts  appear  to  indicate  that  less  than  half  of  American  homes 
measure  up  to  minimum  standards  of  health  and  decency. 

Summary 

Contrary  to  prevailing  opinion,  the  recent  decade  did  not  ac- 
celerate the  trend  to  apartrasnt  house  living,  for  the  United 
States  is  still  housed  chiefly  in  single  unit  dwellings.  About 
half  of  Amsrican  families  are  housed  in  owned  homes  -  the  other- 
half  rent.  Over  half  of  our  dwelling  units  are  located  in  cities 
the  population  of  which  exceeds  2,500;  one-quarter  are  m  small 
towns  and  cities;  and,  the  remaining  one-quarter  are  farm  homes. 
In  the  last  period  of  activity  in  the  building  industry  the  ur- 
ban group  was  by  far  the  most  important  source  of  demand  for  new 
housing.  . 

New  homes  are  seldom  built  for  the  rental  class  -  mostly  for 
owner  occupancy.  Since  houses  have  a  long  life  and  few  are  torn 
down  except  for  conversion  to  other  purposes,  demand  for  new 
housing  from  owner  occupants  varies  widely  as  incomes  change  or 
real  estate  market  conditions  fluctuate. 

Housing  for  the  lower  and  middle  thirds  of  our  population  is  pro- 
vided second-hand.  This  has  prevented  these  groups  from  sharing 
very  much  in  improving  housing  standards .  Since  we  have  not  built 
enough  houses  thus  far  in  this  decade  to  meet  population  growth, 
the  housing  supply  for  rental  occupancy  has  not  increased.  Main- 
tenance and  expenditures  during  the  depression  years  were  inade- 
quate. The  net  result  of  depression  influences  and  American  hous- 
ing policy  is  that  less  than  half  of  our  homes  measure  up  to  min- 
imum reasonable  standards. 


Population  and  Housing  Trends 

Throughout  our  national  history  as  an  independent  nation  the  in- 
tense activity  required  to  house  new  and  shifting  populations  has 
overshadowed  the  job  of  building  for  the  old  population.  The 
record  of  growth  in  numbers,  together  with  estimates  of  future 
population  growth  to  1980  is  shown  in  ttie  following  table: 
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POPULATION  AND  AMOUNT  AND  RATE  OF  INCEEASB 
1860  -  1950 

Increase  during  decade  ending  in  year  indicated. 

%  of  Total 
♦Increase  Percent    *No.  of   Increase  Accounted 
Year  *  Population  in  Number  Increase  Immigrants  for  by  Immigrants 

31.5 
32.5 
24.2 
42.1 

27.6 
55.0 
41.7 
24.1 


1860 

31,433 

8,251 

35.6 

2,598 

1870 

39,818 

8,375 

26.6 

2,315 

1880 

50,156 

10,337 

26.0 

2,812 

1890 

62,948 

12,792 

25.5 

5.247 

1900 

75,995 

13,047 

20.7 

3,688 

1910 

91,972 

15,978 

21.0 

8,795 

1920 

105.711 

13,738 

14.9 

5,736 

1930 

122,775 

17,064 

16.1 

4,107 

1940 

133,100 

10,300 

8.4 

1950 

142,900 

9,800 

7.3 

1960 

149,800 

6,900 

4.9 

1970 

153,800 

4,000 

2.6 

1980 

155,200 

1,400 

0.9 

♦  These  figures  are  in  thousands . 

Source?  Estimated  by  Thompson  ft  IWhelpton  in 

"Population  Trends  in  the  United  States" 
(1933) 

The  decade  ending  in  1930  re-vealed  the  largest  numerical  increase 
in  our  population  that  any  census  period  ever  reported.  This  in- 
crease should  not  obscure  two  basic  population  trends  that  will 
have  a  marked  effect  upon  the  building  industry  as  our  population 
approaches  balanced  stability.  These  trends  ares 

1)  The  rate  of  increase  has  been  declining. 

2)  As  the  overall  rate  of  increase  continues  its  decline  over 
the  next  fifty  years ,  it  will  be  accompanied  by  a  change 
in  age  distribution. 

The  connection  between  population  and  building  cannot  be  emphasized 
too  strongly.  Without  increase  in  population  there  would  be  no  need 
for  new  construction,  except  for  replacement  and  rising  living  stan- 
dards. Hence  the  building  industry,  primarily,  will  be  affected  by 
these  treiiis  that  are  slowly  but  inevitably  changing  its  market. 
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Thompson  and  1/Vhelpton  (Scripps  Foundation  for  Research  and  Popula- 
tion Problems,  at  Miami  University)  estimated  a  total  increase  for 
the  present  decade  of  8,4^.  The  sharper  than  anticipated  decline 
in  the  birth  rate  due  to  the  depression,  combined  with  a  stable 
death  rate,  indicates  that  this  increase  for  the  entire  decade 
will  not  be  achieved.  Thus  far  in  this  decade  the  annual  increases 
have  averaged  little  more  than  »1%,     In  the  similar  period  of  the 
previous  decade  the  average  annual  increase  was  around  1.5^.  This 
does  not  mean  that  the  need  for  new  housing  to  take  care  of  popu- 
lation growth  in  this  decade  will  increase  by  the  estimated  growth 
in  numbers  of  our  population  during  this  period. 

The  need  for  new  housing  follows  the  net  number  of  new  families 
coming  into  existence.  The  table  on  page  QQ   gives  a  comparison  of 
the  rate  of  population  increase  with  that  for  families  and  dwell- 
ings .  Roughly,  dwellings  have  increased  at  a  rate  slightly  higher 
than  the  rate  of  population  increase  twenty  years  before.  The  need 
for  new  housing  from  1930  to  1940  will  exceed  the  estimated  percent- 
age increase  of  population  during  -tiie  present  decade.  It  can  be 
estimated  to  be  about  15^. 

It  is  not  difficult  to  show  that  economic  and  social  consequences 
are  bound  to  follow  the  decline  in  our  national  growth.  It  is 
practically  certain  to  affect  the  constantly  increasing  intensive- 
ness  of  the  use  of  land  for  residence  and  business  purposes.  In 
the  past  land  values  have  had  a  steady  appreciation  in  most  of  our 
cities.  It  is  reasonable  to  believe  -that  the  previous  rate  of  in- 
crease will  not  again  be  duplicated  for  any  extended  length  of  time. 
The  rapid  increase  in  population  of  some  of  our  cities  during  the 
past  decade  is  due  in  part  to  the  large  increase  in  population  for 
the  entire  nation,  and  in  part  to  an  occupational  shifting  of  pop- 
ulation. 

The  atmosphere  of  "booster  estimates"  still  prevails  rather  widely. 
The  combined  "booster  estimates"  of  a  dozen  of  our  large  cities 
considerably  exceed  the  nation* s  estimated  total  growth  during  the 
next  30  or  40  years  . 

A  change  in  our  immigration  laws  will  materially  affect  our  housing 
requirements  compared  with  past  periods  when  immigration  comprised 
a  substantial  percentage  of  our  total  numerical  increase.  For  the 
most  part  immigration  implies  an  increase  of  adults.  This  leads 
to  a  need  for  housing  more  quickly  than  is  the  case  with  population 
increase  through  births . 
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Our  housing  requirements  are  still  being  influenced  by  the  heavy 
immigration  before  the  early  1920s.  As  time  passes  this  influence 
will  be  eliminated  and  housing  requirements  to  care  for  population 
growth  will  depend  upon  natural  increase  through  births .  This  in- 
fluence should  become  evident  during  the  decade  1940  to  1950. 

A  slowly  growing  population  adds  comparatively  few  children  to  its 
numbers.  Adults,  surrivors  of  a  period  when  the  birth  rate  was 
higher  and  immigration  was  greater,  steadily  pass  into  older  age 
classes.  Over  the  next  50  years  this  change  will  become  quite 
pronounced  in  the  make-up  of  our  population.  The  percentage  of 
persons  under  20  has  been  declining  for  sometime.  This  decline 
will  become  one  of  absolute  numbers  by  1980  when  it  is  estimated 
that  the  number  of  persons  of  this  age  will  be  about  one-eighth 
smaller  than  in  1930. 

This  means,  among  other  things,  a  change  in  our  need  to  build  new 
schools  or  add  to  physical  equipment  built  primarily  to  accomodate 
the  needs  of  youth.  It  means  also  that  the  rate  of  increase  in  the 
number  of  our  families  (the  determinant  of  building  requirements) 
will  be  smaller. 

Population  per  family  has  declined  steadily  throughout  the  period 
covered  by  the  table  from  an  average  of  5.56  persons  in  1850  to 
4.10  persons  in  1930.  Population  per  dwelling  unit  has  followed 
this  downward  tendency  in  the  size  of  the  family.  In  1850  there 
were  16,800  dwelling  units  per  100,000  of  population.  In  1930, 
because  of  this  tendency  to  house  our  population  in  fewer  persons 
per  dwelling  unit,  we  required  20,600  housing  units  per  100,000  of 
population.  This  influence  has  added  to  our  need  for  housing  con- 
struction. Not  only  have  we  had  to  build  to  meet  a  gross  increase 
in  population  but  in  each  decade  we  have  built  more  houses  per 
capita. 

These  underlying  population  trends  carry  an  importance  for  the 
building  industry  of  far  greater  implication  than  is  involved  in 
a  mere  statement  of  quantities.  Building  demand  comes  from  two 
sources  - 

1)  Population  growth,  and 

2)  Replacement  for  existing  structures  due  to  depreciation  or 

obsolescence,  fire  losses,  conversion  to  other  uses,  etc. 

Housing  volume  has  been  geared  to  the  objective  of  building  for 
population  expansion.  It  can  almost  be  said  that  building  for  re- 
placement has  been  a  by-product  of  the  main  activity.  Sooner  or 
later  the  progressive  decline  in  our  rate  of  growth  must  force  a 
change  in  objective .  Up  to  now  our  population  has  had  a  larger 
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proportion  of  people  at  the  reproductive  a^e  than  most  other  na- 
tions .  As  the  temporary  causes  which  have  brought  this  about 
have  disappeared,  building  must  look  more  and  more  to  replacement 
demand  for  its  n»rket. 

This  implies  many  changes  in  approach,  the  most  basic  of  which  is 
the  realignment  of  costs.  An  accurate  estimate  of  the  division 
of  past  building  arising  from  new  and  replacement  demand  cannot 
be  made.  There  are  too  many  variable  trends  interconnecting  one 
another  to  permit  an  eicact  computation. 

After  giving  much  consideration  to  population  trends  having  a 
bearing  on  the  question,  we  are  inclined  to  believe  that  building 
for  replacement  in  each  decade  since  1890  has  not  exceeded  more 
than  3%  to  5%   of  the  number  of  units  standing  at  the  beginning  of 
each  period.  It  would  appear  also  that  building  for  replacement 
from  1890  to  1900  was  higher  than  it  has  been  since.  It  is  sur- 
prising ttiat  that  period  exceeded  the  replacement  building  of  the 
1920s  which  saw  in  terms  of  magnitude  the  greatest  building  boom 
in  American  history. 

If  a  nation  builds  only  as  fast  as  is  necessary  to  meet  ttie  in- 
creased number  of  families  within  its  borders,  then  its  national 
housing  standards  will  decline.  Housing  standards  are  increased 
only  by  the  amount  by  which  new  houses  raise  the  general  average. 
At  ihe  same  time  existing  housing  is  aging,  and  hence  decreasing 
housing  standards.  If  the  rate  of  growth  is  fast  enough,  the 
former  may  offset  the  latter  influence,  but  there  would  still  be 
a  housing  problem,  for  the  effect  of  the  declining  standards  would 
be  unequally  distributed  throughout  income  groups  and  areas. 

This  does  not  give  much  support  to  the  common  belief  that  American 
housing  standards  have  been  progressively  increased,  for  the  rate 
of  displacement  has  not  been  great  enough.  In  England  building  in 
excess  of  needs  due  to  population  growth  was  many  times  the  same 
rate  of  building  in  the  United  States  during  the  period  1920 
through  1936.  -t=     r 

imhile  new  houses  are  being  built  for  those  at  the  top  of  the  in- 
come scale,  all  other  houses  are  declining  in  standards  of  liv- 
ableness.  The  higher  income  groups  are  housed  better  -  the  lower 
income  groups  are  housed  at  progressively  poorer  standards,  un- 
influenced by  the  amount  of  new  construction  taking  place.  Hence. 
It  clearly  follows  that  tearing  down  old  houses  and  replacing  them 
is  as  essential  as  new  building,  if  we  want  to  mke  uniform  ad- 
vancement in  housing  conditions. 

This  is  the  background  for  the  blighted  or  slum  areas  that  afflict 
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nearly  every  American  city.  As  our  cities  grow  and  expand,  the 
oldest  residences  in  the  line  of  the  developing  commercial  dis- 
trict give  way  to  conmercial  buildings  and  apartment  houses. 
The  population  expansion  of  the  city  is  taken  care  of  by  build- 
ing new  houses  along  the  outer  rim.  If  the  business  district 
expands  fast  enough,  it  may  force  residential  construction  in  a 
way  that  materially  improves  the  average  housing  level  of  the 
entire,  city.   This  is  the  exception.  Usually  the  growth  cannot 
be  this  rapid.  This  process  has  resulted  almost  uniformly  in  a 
housing  pattern  in  our  cities . 

In  the  center  there  is  the  business  district  surrounded  by  a 
blighted  area  of  old  structures.  The  blighted  area  is  surround- 
ed by  a  better  residential  area  on  the  outskirts  of  which  new 
homes  are  being  built.  Houses  in  ihe   blighted  area  adjacent  to 
a  commercial  development  are  nearly  always  rental  properties. 
Land  values  on  which  they  stand  are  influenced  by  oncoming  busi- 
ness development.  A  time  is  reached  when  the  value  of  the  land 
becomes  more  than  the  value  of  the  residence.   The  old  houses 
situated  thereon  are  not  replaced  regardless  of  their  condition 
because  land  value  makes  it  economically  impossible  to  do  so;  but, 
as  a  by-product  of  waiting  to  use  the  land  for  other  purposes, 
they  continue  to  be  used  to  house  the  low  income  groups.  Seem- 
ingly very  little  can  be  done  about  such  an  area  except  to  wait 
for  the  growth  that  will  convert  them  to  business  properties. 

There  is  another  type  of  blighted  area  or  slum  in  nearly  every 
city  which  is  even  more  difficult  to  handle  than  areas  adjacent 
to  the  business  section.  Usually  this  type  of  slum  area  is  the 
heritage  of  an  early  trend  of  growth,  the  direction  of  which  was 
not  maintained.  Land  values  are  uninfluenced  by  conversion  to 
other  purposes.  Most  of  these  properties  are  rented.  Their  own- 
ers find  it  impossible  to  replace  them  with  new  buildings  because 
the  character  of  the  neighborhood  would  make  the  value  of  the  new 
building  worth  much  less  than  the  cost  of  construction.  Hence, 
land  and  housing  values  decline  together. 

Eventually  the  properties  do  not  carry  themselves  and  they  pass 
into  the  hands  of  mortgage  or  other  lending  institutions  where 
they  are  re-appraised  and  again  put  on  the  market.  This  process 
is  a  slow  one  but  it  leads  surely  and  inevitably  to  housing  stand- 
ards that  are  far  below  minimum  standards  of  health  and  decency. 

Interesting  cases  showing  the  dominant  affect  of  population  growth 
on  housing  policy  is  shown  by  an  exajnination  of  the  housing  struc- 
tures of  Zanesville,  Ohio  and  Dallas,  Texas.   During  the  last  forty 
years  Zanesville  has  had  a  population  growth  materially  under  the 
national  average,  while  Dallas,  Texas,  has  grown  at  a  rate  several 
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times  the  national   average.     Significant  oomparisons   illustrating 
supply  and  demand  factors  in  these  cities  of  widely  varying  pop- 
ulation growth  are  shown  in  Appendix,  page  IV.      These  comparisons 
are  based  upon  the  Real  Property  Iiro-entory  of  1934  which  covered 
the  entire  city  in  both   instances  - 

For  sometime  the  highest  third  of  Zanesville's   income  classes 
have  been  replacing  -their  housing  and  thereby  increasing  the   sup- 
ply of  homes   for  the  lower  income  groups.     Population  growth  has 
not  been  rapid  enough  to  absorb  all  of  -the  housing  made  available 
Some  of  the   results   of  an  ample    space   supply  arising  from  age  and 
a  restricted  demand  due  to  a  tapering  off  in  population  are: 

1)  Low  rental  rates .     Nearly  76^  of  its  properties   rent  for 
less   thfiin  $20  per  month,     A  high  vacancy  ratio  contributes 
to  this  low  rental   scale. 

2)  Over  5Zfo  of  its   houses  are  more   than  30  years   old. 

3)  Space   available  per  person  is   high.      Nearly  half  of  its 
houses  afford  two  rooms  per  person  and  86^  have  one  or 
more  rooms  per  person, 

4^     Iftich  repair  work  needs   to  be  done . 

5)  A  more  than  average  proportion  of  "the  city's  houses  do  not 
have  modem  accessories;  for  example,  over  Z7%  are  without 
bathrooms . 

Rental  rates   are  low  and  Zanesville's  housing  is  not  crowded 
because  there  is   no  shortage  of  low  cost  space  since  there  has 
been  enough  property  depreciated  over   a  period  long  enough  to 
reach  the  stage  of  blighted  housing. 

On  the  other  hand,   Dallas,    Texas,    is  an  example  of  housing  trends 
in  a   city  under  earlier  circumstances   of  growth.     Population 
growth  has  been  so  rapid  that  the  housing   supply  and  demand  fac- 
tors have  led  to  different  results: 

1)  Rental  rates  are  higher.  "Whereas  three-fourths  of  Zanes- 
ville's houses  rent  below  $20  per  month,  only  half  of  the 
houses   in  Dallas  rent  below  $20. 

2)  There  is  much  crowding  and  space  standards  per  person  are 
lower  in  spite  of  a  high  vacancy  ratio. 

5)     The  physical  condition  of  housing  is  better  than  in 
Zanesville  and  values  are  hi^er. 


4)     Only  Z%  of  its  houses   are  more  than  50  years   of  age; 
in  Zanesville  over  25^  of  the  total  are  this   old. 

It  might  appear  that  a  combination  of  crowded  housing  and  high 
rental   rates  would   easily  lend  itself  to  correction  by  stimulating 
new  building,  but  this  is  not  the  case  because  it  is   the  poorer 
classes  that  need  additional    space.     Since  we  have  not  been  able 
to  bring  building  costs  down  to  a  point  Tidiere  we  can  build  new 
houses   to  be  occupied  immediately  by  the  low  income  groups   the 
poorer  classes   in  I^llas  will  have  to  remain  crowded  until  those 
at  the  top  of  the  income  scale  discard  the  housing  they  now  occupy 
-  either  because  age  has  brought  it  below  their  standards,  because 
the  better  class  neighborhoods  have  declined  in  character,   or  be- 
cause the  value  of  the  land  has  advanced  out  of  proportion  to  the 
rental  value  obtainable  from  the  dwellings  upon  it  in  anticipation 
of  conversion  to  other  uses. 

With  all  of  its  space  surplus  and  low  rentals  Zanesville's  housing 
is  substandard.     In  Dallas  all   requirements  for  good  housing  are 
not  met  because  adequate  facilities   are  not  available  to  the  lower 
income  groups   at  rental    rates  they  can  afford  to  pay. 

Summary 

Population  growth  has  -tiius  far  been  the  dominant  factor  in  Ameri- 
can housing  policy.  Building  operations  have  been  largely  based 
upon  a  replacement  marlcet  for  our  higher  income  groups  which  passed 
their  discarded  housing  on  to  others.  Building  of  a  type  charac- 
terized to  raise  American  housing  standards  generally,  and  dis- 
associated from  the  factor  of  population  growth,  has  been  a  neg- 
ligible quantity. 

A  slowing  down  of  our  population  growth  and  its  changing  age  dis- 
tribution will  profoundly  affect  the  building  industry  over  the 
decades  ahead.   The  results  will  not  be  immediately  apparent  for 
we  still  have  an  enormous  demand  for  new  housing  arising  from  a 
faster  population  growth  of  earlier  periods.  HWiile  the  results 
will  begin  to  be  discernable  in  the  decade  1940-1950,  our  accirmi- 
lated  needs  for  housing  are  so  great  that  the  affect  of  the  popu- 
lation factor  will  be  hidden  in  ihe   upwaird  phase  of  the  present 
cycle. 
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CH/^RT  roURTEEM 

TREND  OF  BUILDING  CONSTRUCTION 


C2ST    CITIES) 


NEW   RESIDENTIAL 


NEW   NONRESIOCNTIAL      K^VS/V^^AOOITIONS.  ALTERATIONS*  RER^IRS 


Housing  in  257  Cities 

The  Bureau  of  Labor  Statistics  has  published  information  annual- 
ly since  1921  on  the  trend  of  building  in  257  identical  cities. 
This  is  a  fairly  satisfactory  measure  of  urban  building  because 
it  is  available  on  a  comparable  basis  and  because  the  sample  is 
a  large  one.  The  cities  included  in  this  compilation  accounted 
for  about  ZQ%  of  the  total  population  in  the  United  States  in  1933, 
The  series  does  not  properly  reflect,  however,  the  tendency  in 
building  in  large  cities  to  shift  toward  suburbs  of  the  metro- 
politan areas . 

Chart  14  shows  the  trend  of  urban  building  construction  based  on 
building  permits  in  these  cities.  Chart  15  shows  the  trend  of 
urban  residential  construction  according  to  types  of  dwelling 
units  built.  From  these  charts  it  is  apparent  that  building  ac- 
tivity reached  a  peak  in  1925  and  that  urban  building  construction 
in  the  four  years  following  1925  did  not  contribute  to  the  peak 
volume  of  total  construction  reported  in  1928.  In  fact,  the  vol- 
ume of  new  residential  construction  in  1929  was  only  58^  of  the 
peak  established  in  1925.  Non- residential  construction  was  85^ 
of  the  previous  high  level .  Expenditures  for  alterations  and  re- 
pairs were  the  only  expenditures  of  the  three  classes  that  ex- 
ceeded 1925  levels. 
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The  trend  in  the  number  of  families  provided  for  parallels  that  of 
dollar  expenditure.  In  1925  new  units  provided  homes  for  491,000 
families,  or  about  51.6^  of  the  total  number  of  dwelling  units  built 
in  the  entire  country.  By  the  time  the  downward  phase  of  the  build- 
ing cycle  had  run  its  course  in  1934  only  22,000  families  were  pro- 
vided with  new  living  quarters  in  these  cities. 

On  a  population  basis  122  new  dwelling  units  were  built  for  each 
10,000  persons  in  1925.  By  1934  building  had  declined  to  such  a 
low  level  that  less  than  five  new  family  units  were  provided  for 
each  10,000  persons. 

Throughout  the  entire  period  there  was  no  sustained  change  in  the 
trend  of  distribution  of  the  total  units  provided  as  between  one, 
two  arri' multi-family  units.  In  the  four  years  preceding  1929  the 
proportion  of  the  total  units  comprising  multi-family  dwellings  was 
higher  than  at  any  other  time  in  the  period.  This  reflects,  however, 
the  conditions  in  the  money  market  which  made  speculative  financing 
of  this  type  of  project  very  easy.  As  the  real  deflation  got  under 
way  this  type  of  dwelling  declined  in  importance.  At  the  bottom  of 
the  building  cycle  and  thus  far  in  the  current  phase  of  the  recovery 
cycle,  single  unit  homes  have  averaged  somewhat  higher  as  a  propor- 
tion of  the  total  than  was  the  case  in  the  similar  recovery  phase  of 
the  last  real  estate  cycle . 

The  relative  completeness  of  information  covering  these  cities  per- 
mits us  to  explore  further  the  breakdown  of  the  housing  market  as 
between  building  for  population  growth  and  building  to  replace  old- 
er structures .  In  theory  we  can  arrive  at  this  breakdown  by  esti- 
mating depreciation  rates  on  various  types  of  structure  and  con- 
sidering all  of  those  over  age  as  being  retired.  In  practice  this 
cannot  be  done  for  depreciation  is  not  a  fixed  quantity.  As  we 
have  indicated  in  our  discussion  of  the  American  housing  structure 
there  is  reason  to  believe  that  obsolescence  and  decline  in  status 
due  to  changing  neighborhoods  are  more  important  in  physical  de- 
preciation than  the  time  factor. 

Another  method  by  which  to  arrive  at  such  a  breakdown  is  to  measure 
the  excess  of  new  housing  capacity  built  during  a  period  over  new 
population  requirements  and  to  consider  the  result  to  be  the  amount 
of  housing  available  to  retire  old  homes.   The  following  table 
shows  population  increases  and  building  in  the  257  cities  covered 
in  Charts  14  and  15. 
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Population 
Increase   Accomodated 
Total        of       in  New 
Population  Population    Housing 


Surplus  of 

New  Houses  Accumulated 

over  Surplus  of 

Population  Housing  over 

Demand  Population 


1921  36,575,118 

1922  37,511,516 

1923  38,447,913 

1924  39,384,311 

1925  40,320,708 

1926  41,257,106 

1927  42,058,897 

1928  42,767,125 

1929  43,665,235 

1930  44,850,467 

1931  45,896,339 

1932  46,647,939 

1933  47,411,848 


936,398 
936,397 
936,398 
936,397 
936,398 
801,791 
708,228 
898,110 
1,185,232 
1,045,872 
751,600 
763,909 


898,180 

1,509,220 

1,814,692 

1,771,676 

1,964,888 

1,348,856 

1,624,380 

1,554,712 

977,576 

501,288 

392,712 

109,524 

103,516 


572,822 
878,296 
835,278 
1,028,491 
912,458 
822,589 
846,484 
79,466 
683,944d 
653,160d 
642,076d 
660,393d 


572,822 
1,451,117 
2,286,395 
3,314,886 
4,227,344 
5,049,933 
5,896,417 
5,975,883 
5,291,939 
4,638,779 
3,996,703 
3,336,310 


d  -  Indicates  deficiency. 

Source:  U.S.  Department  of  Labor,  Monthly  Labor  Review,  May,  1934. 

The  peak  year  of  surplus  of  new  houses  over  population  demand  came 
in  1925,  the  same  year  in  which  dollar  expenditures  and  total  units 
reached  their  all-time  high.  If  we  divide  the  population  in  this 
year  by  the  "new  excess  capacity"  for  that  year  it  appears  that  we 
were  turning  over  our  housing  then  only  once  in  forty  years.   The 
average  for  1923-7  shows  a  turnover  of  once  in  45  years.  After 
1930  building  did  not  meet  new  requirements.  The  deficit  figures 
in  the  table,  therefore,  indicate  a  decline  in  our  housing  stan- 
dards. Probably  neither  of  these  averages  are  representative  be- 
cause they  measure  the  upper  and  lower  ends  of  tiie  business  cycle. 
For  the  entire  period  1921-33  the  rate  of  turnover  was  .7%  —  or  a 
replacement  of  new  homes  for  old  at  the  rate  of  once  in  every  142 
years . 

This  does  not  mean  that  existing  buildings  are  on  the  average  142 
years  old.  It  means  that  at  the  present  rate  of  turnover  dwellings 
now  built  will  remain  in  use  for  142  years  before  they  are  finally 
torn  down.  It  is  difficult  for  the  average  citisen  to  accept  this 
fact  because  of  his  observation  of  the  vast  amount  of  new  housing 
which  has  been  necessary  to  care  for  population  growth. 
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Sjge  of  The  Housing  Market 

On  the  basis  of  the  number  of  homes  standing  in  1930  in  relation  to 
the  population  increases  twenty  years  ago,  we  may  estimate  the  de- 
mand for  new  dwelling  units  from  population  growth  to  be  4,500,000 
units  for  the  period  1930-40.  If  we  assume  that  each  of  these  units 
cost  $4,000,  the  dollar  volume  of  residential  building  necessary  to 
meet  population  growth  averages  |l, 800, 000, 000  per  year.  If  we  add 
to  this  a  rate  of  turnover  of  once  in  every  142  years,  replacement 
volume  would  amount  to  about  $800,000,000  annually  —  or  a  minimum 
annual  volume  of  expenditure  of  $2,600,000,000. 

Again  this  indicates  the  trend  of  deterioration  in  the  American 
housing  structure;  for  the  average  yearly  expenditure  since  1929  has 
been  only  $954,000,000. 

If  we  apply  the  1925  rate  of  turnover  the  minimum  volume  of  residen- 
tial construction  becomes  $4,700,000,000  annually. 

It  is  apparent  that  the  United  States  must  spend  large  sums  merely 
to  bring  its  housing  back  to  the  1929  per  capita  level.   In  1934, 
for  example,  we  built  only  60,000  family  units  —  only  13^  of  the 
quantity  necessary  to  house  new  families. 

Information  relative  to  the  size  of  the  housing  markets  is  sunmarised 
in  Charts  16  and  17.  In  Chart  16  the  line  showing  potential  occu- 
pancy indicates  the  amount  which  would  have  been  expected  under  "nor- 
mal" conditions.   The  difference  between  actual  and  potential  occu- 
pancy reflects  the  doubling  up  of  families,  postponed  marriages,  and 
a  back-to-the-f arm  movement  of  population  from  the  cities .  The  Real 
Property  Inventory  in  1934  showed  that  7.0^  of  our  families  were 
doubled  up  in  living  quarters  with  others .  Undoubtedly  this  high 
percentage  reflects  depression  difficulties,  but  it  also  includes  an 
undeterminable  amount  of  doubling  up  in  average  times. 
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CHART  SIXTEEN 
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From  the  standpoint  of  estimating  a  potential  housing  market  we 
can  conclude  that  most  of  this  doubling  up  -will  reappear  as  a  de- 
mand for  new  housing  when  conditions  justify.  Likewise,  the  trend 
of  marriages  since  business  recovery  has  set  in  suggests  that 
postponed  marriages  of  the  first  half  of  this  decade  will  appear 
as  a  potential  demand  for  new  housing.  In  view  of  the  fact  that 
the  farm  population  remained  practically  stationary  throughout  the 
1920 's  it  is  reasonable  to  suppose  that  the  recent  increase  in 
farm  population  was  a  depression  phenomena.   It  cannot  hold  for 
any  great  length  of  time  in  the  face  of  the  declining  rate  in  our 
population  growth  and  further  technological  improvement  in  agri- 
culture. 

These  three  factors  have  in  part  offset  the  need  for  450,000  new 
units  per  year  which  we  have  assumed  to  be  necessary  to  meet  popu- 
lation growth;  but  since  they  are  temporary  in  nature  ttiey  do  not 
meet  demand  —  they  merely  postpone  it. 

According  to  Chart  17  the  percentage  of  houses  vacant  has  declined 
from  a  high  of  Q%   in  1932  to  around  Z%   in  1936.   The  present  va- 
cancy percentage  is  not  much  above  the  early  1920 's  when  we  were 
actively  building  new  units.   The  Brookings  Institution  has  esti- 
mated that  our  requirements  over  the  next  five  years  will  be  as 
follows ; 

Accumulated  deficiency,  1930/36 2  ,000 ,000  units 

Increase  in  urban  families  ,  1937/41 2  ,000 ,000  units 

Demolished  housing  replaced  1937/41 500 ,000  units 

If  these  requirements  are  spread  evenly  over  a  five  year  period  it 
would  amount  to  about  900,000  units  annually  or  about  $4,000,000,000 
a  year.   This  may  be  compared  with  the  annual  average  of  750,000 
units  during  the  five  years  1925/29  and  an  average  of  160,000  units 
during  the  last  seven  years  . 

Factors  Restricting  New  Building 

Only  a  blind  optimist  would  forecast  an  average  amount  of  building 
over  the  next  five  years  indicated  by  this  estimate  of  potential 
needs  .  By  whatever  amount  actual  volume  falls  below  these  esti- 
mates, seemingly  it  will  not  be  due  to  any  lack  of  natural  demand. 

Most  houses  in  the  United  States  are  built  for  owner  occupancy  ex- 
cept apartments.   They  are  built  either  under  the  direction  of  "the 
owner  or  by  operative  builders  -who  intend  to  sell  them.  Only  a 
very  small  part  of  our  new  houses  are  built  for  immediate  rental. 
The  rental  group  is  taken  care  of  by  secondhand  houses.   The  pros- 
pective owner-occupant  is ,  therefore ,  the  key  figure  in  an  effective 
demand  for  new  construction. 
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There  are  some  intangible  reasons  why  the  prospective  owner  occu- 
pant is  not  in  the  market  for  new  houses .  This  desire  is  affected 
by  a  feeling  of  insecurity  arising  from  the  recent  period  through 
which  we  have  passed.  In  addition  to  this  feeling  of  financial 
instability  which  may  be  holding  back  some,  there  may  be  another 
more  important  psychological  factor.  In  the  rising  standardof 
living  of  the  average  American  family  a  powerful  and  aggressive 
merchandising  activity  has  characterieed  nearly  everything  the 
family  buys,  except  housing.  The  average  American  is  spending  a 
higher  proportion  of  his  income  for  clothing,  entertainment,  travel, 
vacations,  etc.;  but  a  smaller  proportion  is  being  spent  on  the 
physical  side  of  the  home.  There  have  been  improvements  m  hous- 
ing. The  standards  of  convenience  of  the  new  home  of  today  are 
superior  to  anything  of  the  past.  But  in  spite  of  this,  expendi- 
ture for  new  homes  does  not  effectively  compete  with  other  things 
in  the  scramble  for  the  consumer's  dollar. 

These  factors  are  intangible  and  not  susceptible  to  measurement. 
Another,  and  by  far  the  most  important,  reason  can  be  more  accu- 
rately measured.  The  basic  reason  why  our  natural  demand  for  new 
housing  over  the  next  five  years  will  not  be  fully  translated  into 
new  construction  is  an  economic  one.  This  reason  is  simply  that 
there  are  not  enough  individuals  who  can  afford  4,500,000  dwelling 
units  in  the  next  five  years . 

Over  12?^  of  American  families  can  pay  only  $10  a  month  for  housing. 
One-third  of  the  population  has  an  income  of  less  than  $1,200  and 
can  afford  to  pay  not  over  $20  per  month  for  shelter.   The  middle 
one-third  whose  incomes  will  probably  average  between  $1,200  to 
$2,000  is  largely  dependent  upon  the  renting  or  purchase  of  old 
units.  It  is  the  upper  third  whose  incomes  average  more  than  $2,000 
who  provide  the  bulk  of  the  United  States  housing  market.  In  re- 
gard to  this  point  the  average  annual  cost  of  housing  by  type  of 
dwelling  in  257  cities  is  of  interest: 
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AVERAGE  COST  OP  NEVIT  EWELLINGS  PER  FAMILY 
IN  257   IDENTICAL  CITIES 


Malti- 

All   Classes 

l-family 

2-faniily 

family 

of 

Dwellings 

Dwellings 

Dwellings 

Dwellings 

1921 

$3,972 

$3,762 

$4,019 

$3,947 

1923 

4,203 

4,159 

4,001 

4,127 

1925 

4,618 

4,421 

4,289 

4,464 

1927 

4,830 

4,368 

4,170 

4,449 

1929 

4,915 

4,020 

4,402 

4,566 

1931 

4,834 

3,607 

3,644 

4,225 

1933 

.     3,844 

3,110 

3,040 

3,494 

1934 

3,801 

3,316 

2,612 

3,381 

1935 

4,228 

2,955 

3,201 

3,759 

1936 

4,432 

3.038 

3,754 

4,073 

Sources  U.S.  Department  of  Labor 

Notes    These  figures  are  not  actual  costs  of  the  completed 
building.   They  do  not  include  land  cost  and  certain 
other  items , 

There  is  a  proven  rule-of -thumb  to  the  effect  that  expenditures  for 
new  housing  should  not  be  more  than  two  times  the  family's  annual 
income.  A  study  of  the  U.  S.  Building  &  Loan  League  in  1930  indi- 
cated that  families  whose  income  does  not  exceed  $1800  should  not 
spend  more  than  1.75  times  their  income  for  a  home;  and  those  with 
incomes  from  $2100  to  $4800  should  not  spend  more  than  1.9  times. 
This  would  restrict  most  families  from  buying  new  houses  for  orig- 
inal occupancy,  even  if  we  make  full  projection  on  an  annual  basis 
—  without  any  allowance  for  unemployment  or  partial  employment  — 
of  the  recent  sharp  increase  in  wage  levels. 

The  National  Industrial  Conference  Board  reported  that  the  average 
weekly  wage  per  skilled  worker  for  December,  1936,  was  $30.25.  If 
we  ignore  the  fact  that  the  1932  average  pay  per  skilled  worker 
was  only  65^  of  this  amount  and  that  most  workers  were  not  employed 
even  at  that  level,  the  maximum  annual  earnings  for  the  skilled 
group  would  be  $1,573.   If  the  December  average  of  unskilled  work- 
ers is  projected  on  a  similar  basis  the  average  annual  earnings 
would  be  $1,137.  Even  on  this  over-generous  basis  skilled  workers 
could  not  pay  much  more  than  $3,000  for  a  new  home,  and  unskilled 
workers  could  not  pay  more  than  $2,000. 

The  "Railroad  Age"  recently  stated  that  the  average  annual  salary 
of  railroad  employees  was  $1,734  in  1936.  It  is  commonly  assumed 
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that  railway  workers  are  among  the  best  paid  of  all  workers;  but 
even  they  could  not  afford  new  housing  if  it  costs  as  much  as   -the 
average  urban  residential  construction  cost  in  1936. 

Mr.  Frank  Watson,   formerly  general   counsel  for  the  Federal  Housing 
Administration,  has   studied  1929  incomes   and  has  arrived  at  the 
following  conclusions   on  housing  and  incomes   in  the  United  States s 


A  |2,500  house  is  too  expensive  for  35^  of  American  families 
A  $3,400                          "  53^ 

A  <^4,200  *♦  66^ 

A  $5,100  "  75^ 

A  $6,100  "  80^ 


It 
n 
tt 
ft 


It  should  be  kept  in  raiind  that  1929  incomes  were  the  highest  in  the 
lower  brackets  that  this   country  has  seen. 

Residential  Costs 

It  is  difficult  to  measure  directly  the  cost  of  a  house.   The  cost 
of  a  house  does  not  lend  itself  readily  to  statistical  measurement. 
Primarily  this  is  due  to  the  fact  that  each  house  is  an  individual 
item  similar  to  but  differing  from  every  other  house.  The  propor- 
tions of  the  various  elements  entering  into  costs  are  quite  vari- 
able. They  depend  upon  the  type  of  dwelling,  the  character  of  the 
community,  materials  of  construction  and  the  method  by  which  the 
house  is  purchased.   In  spite  of  these  variations  -there  is  a  broad 
relationship  between  the  major  cost  divisions.  The  most  important 
of  these  relationships  is  brought  out  in  the  following s 


Cost  of 

Building 

Including 

Cost  of 

Cost  of 

Contractor's 

Completed 

Building  Alone 

Overhead 

Building 

Excl .  Overhead 

and  Fees 

and  Land 

Materials                            60^ 

52.5?S 

42^ 

Labor                                    40 

35 

28 

Fees  &  Financing 

12.5 

10 

Land 

20 

100^ 


100.0^ 


100  <^ 


This  table  can  be  used  in  connection  with  Chart  9,  which  shows  the 
price  trends  of  building  materials  and  labor  rates.  The  cost  of 
the  completed  house  can  be  divided  into  — 

1)  The  cost  of  the  structure, 

2)  The  cost  of  financing,  and 

3)  The  cost  of  land. 
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There  are  definite  limitations  to  the  possibilities   of  reducing 
expenditures  for  land  and  financing.      There  are  certain  basic 
minimums   in  land  costs  which  set  limits  to  the   possibilities  for 
further  reduction.     Residential  property  calls  for  streets,   sew- 
ers and  other  improvements .     These  comprise  a  substantial  propor- 
tion of  land  costs.      The  supply  and  demand  factors  of  the  land 
market  in  recent  years  have  been  such  as   to  lead  us  to  believe 
that  the  price  of  residential  land   is  not  out  of  line  with  its 
components,   the  cost  of  improvements  and  the  cost  of  vacant  land. 

There  are  probably  enough  subdivided  and  vacant  lots   in  the  United 
States  at  the  present  time  to  take  care  of  our  housing  developments 
for  some  time  to  come. 

Much  progress  has  been  made  in  recent  years   toward  cleaning  up  the 
improper  financing  costs  which  characterised  the   last  cycle  of 
residential  building.      The  long  term,   single  and  amortised  mortgage 
is  now  accepted  as  a  superior  financing  type.     Long  term  interest 
rates  are  now  at  low  levels.     General  mortgage  rates  have  also  de- 
clined,  but  to  quite  a  smaller  degree.     Many  uninsured  mortgages 
being  placed  today  directly  wi-tii  the  lending  institutions   cjarry 
interest  rates  considerably  below  the   ruling  rates   of  ten  years 
ago.     These  savings  have  been  augmented  by  the  elimination  of  many 
discounts,    commissions  and  fees. 

In  the  case  of  mortgages   insured  by  the  Federal  Housing  Adminis- 
tration the  effective  interest  rate  to  the  borrower  has  not  de- 
clined as  much  as   in  the   case  of  those  mortgages  placed  directly 
with  the  lenders.      The   rate  of  interest  obtained  has  declined  but 
this  savings  has  been  partly  absorbed  by  the  larger  administrative 
costs   involved  in  the  monthly  amortisation  of  a  long  term  mort- 
gage.     The  net  savings   in  this  type   of  mortgage  over  ten  years   ago 
consists   of  the  elimination  of  the  excessive  charges   and  discounts 
on  second  mortgages  prevalent  at  that  time.     While  there  are  pos- 
sibilities of  making  further  small   reductions,   financing  costs, 
like  land  costs,  do  not  offer  the  broad  possibilities  for  reduc- 
tions which  seem  to  be  vitally  necessary. 

It  follows  that  the  reductions  must  come,   if  they  come  at  all,    in 
the  cost  of  the  structure.     Material  costs  may  be  further  sub- 
divided thus : 


%  Allocation       Division 


45-50 

25 

25 


Structure 


Finish 


Accessories 


Explanation 

Excavation,  masonry,   rough  carpentry, 
roofing,   cement,   etc. 

Finished  carpentry,   plastering,   paint- 
ing,  finis  had  hardware,   etc. 

PI umbing, heating, wiring, f ixtures ,   etc. 
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It  is  evident  from  this  breakdown  of  costs  that  no  single  element 
is  responsible  for  the  fact  that  American  housing  costs  are  out  of 
line  with  our  ability  to  pay.  It  is  clear  that  cost  reductions  of 
any  consequence  cannot  be  made  by  one  factor  alone .   The  job  ol 
bringing  building  costs  down  requires  a  complete  and  rounded  attack 
on  the  problem  by  all  phases  of  the  industry.  At  this  point  it 
might  be  well  to  summarise  the  many  reasons  for  these  high  costs? 


1) 


2) 


3) 


The  building  industry  is  a  group  of  disorganised  local ^ 
activities  not  integrated  nor  standardized,  largely  doing 
its  work  by  inadequate  assembling  methods . 

Seasonal  fluctuations  are  sharp.  This  means  that  idle 
plant  capacity  at  the  low  point  of  the  year  must  be  car- 
ried by  operations  at  the  peak.  Likewise  the  plant  ca- 
pacity of  the  industry  is  unadjusted  to  major  fluctua- 
tions  in  demand.   In  boom  periods  the  entire  capacity  of 
the  industry  is  taxed.  At  the  bottom  of  the  real  estate 
cycle  the  industry's  capacity  largely  lies  idle. 

Tradition  dominates  many  phases  of  the  industry.  It 
reflects  itself  in  such  ways  as  the  lack  of  standard 
specifications.   This  increases  costs  all  around  — 
particularly  distribution  costs.  For  example,  there 
are  between  1200  and  1500  patterns  of  lock  hardware; 
19,000  sises  of  valves  and  pipe  fittings;  139  sises  and 
kinds  of  paint  brushes;  18  kinds  of  slate  laundry  tubs; 
32  thicknesses  of  one  inch  board. 

Labor  costs  are  high  on  an  hourly  rate.  Building  trade 
union  labor  is  strongly  unionised.  It  is  divided  into  so 
many  crafts  that  frequently  it  results  in  inefficiency. 
Union  struggles  over  jurisdiction  increase  costs  for  con- 
tractor and  owner  alike.   The  payment  of  a  standard  wage 
in  a  skilled  occupation  without  regard  to  differences  m 
efficiency  is  another  item, 

5)  High  taxes . 

6)  Building  codes  sometimes  entail  a  serious  addition  to 
costs  . 

7)  The  consumer  himself  is  occasionally  one  of  the  major 
causes  of  high  costs.   Too  frequently  owners  undertake 

to  build  a  new  home  without  proper  preparation  and  knowl- 
edge of  the  operation.  Having  once  decided  to  build, 
most  people  insist  on  speed  even  though  it  increases  costs. 

The  prime  reason  for  higher  costs  from  the  owner's  view- 


4) 
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There  are  definite  limitations  to  the  possibilities  of  reducing 
expenditures  for  land  and  financing.   There  are  certain  basic 
minimums  in  land  costs  which  set  limits  to  the  possibilities  for 
further  reduction.  Residential  property  calls  for  streets,  sew- 
ers and  other  improvements .  These  comprise  a  substantial  propor- 
tion of  land  costs.  The  supply  and  demand  factors  of  the  land 
market  in  recent  years  have  been  such  as  to  lead  us  to  believe 
that  the  price  of  residential  land  is  not  out  of  line  with  its 
components,  the  cost  of  improvements  and  the  cost  of  vacant  land. 

There  are  probably  enough  subdivided  and  vacant  lots  in  the  United 
States  at  the  present  time  to  take  care  of  our  housing  developments 
for  some  time  to  come. 

Much  progress  has  been  made  in  recent  years  toward  cleaning  up  the 
improper  financing  costs  which  characterised  the  last  cycle  of 
residential  building.  The  long  term,  single  and  amortized  mortgage 
is  now  accepted  as  a  superior  financing  type.  Long  term  interest 
rates  are  now  at  low  levels.  General  mortgage  rates  have  also  de- 
clined, but  to  quite  a  smaller  degree.  Many  uninsured  mortgages 
being  placed  today  directly  wiiii  the  lending  institutions  carry 
interest  rates  considerably  below  the  ruling  rates  of  ten  years 
ago .  These  savings  have  been  augmented  by  the  elimination  of  many 
discounts,  commissions  and  fees. 

In  the  case  of  mortgages  insured  by  the  Federal  Housing  Adminis- 
tration the  effective  interest  rate  to  the  borrower  has  not  de- 
clined as  much  as  in  the  case  of  those  mortgages  placed  directly 
with  the  lenders .  The  rate  of  interest  obtained  has  declined  but 
this  savings  has  been  partly  absorbed  by  the  larger  administrative 
costs  involved  in  the  monliily  amortisation  of  a  long  term  mort- 
gage. The  net  savings  in  this  type  of  mortgage  over  ten  years  ago 
consists  of  the  elimination  of  the  excessive  charges  and  discounts 
on  second  mortgages  prevalent  at  that  time.  While  there  are  pos- 
sibilities of  making  further  small  reductions,  financing  costs, 
like  land  costs,  do  not  offer  the  broad  possibilities  for  reduc- 
tions which  seem  to  be  vitally  necessary. 

It  follows  that  the  reductions  must  come,  if  they  come  at  all,  in 
the  cost  of  the  structure.  Material  costs  may  be  further  sub- 
divided thus : 


%  Allocation   Division 


45-50 

25 

25 


Structure 


Finish 


Accessories 


Explanation 

Excavation,  masonry,  rough  carpentry, 
roofing,  cement,  etc. 

Finished  carpentry,  plastering,  paint- 
ing, finished  hardware,  etc. 

Plumbing, heating, wiring, fixtures ,  etc, 


<     '^ 


\ 


^     ^ 
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It  is  evident  from  this  breakdown  of  costs  that  no  single  element 
is  responsible  for  the  fact  that  American  housing  costs  are  out  of 
line  with  our  ability  to  pay.  It  is  clear  that  cost  reductions  of 
any  consequence  cannot  be  made  by  one  factor  alone.   The  job  of 
bringing  building  costs  down  requires  a  complete  and  rounded  attack 
on  the  problem  by  all  phases  of  the  industry.  At  this  point  it 
might  be  well  to  summarize  the  many  reasons  for  these  high  costs « 

1)  The  building  industry  is  a  group  of  disorganized  local 
activities  not  integrated  nor  standardized,  largely  doing 
its  work  by  inadequate  assembling  methods . 

2)  Seasonal  fluctuations  are  sharp.  This  means  that  idle 
plant  capacity  at  the  low  point  of  the  year  must  be  car- 
ried by  operations  at  the  peak.  Likewise  the  plant  ca- 
pacity of  the  industry  is  unadjusted  to  major  fluctua- 
tions in  demand.  In  boom  periods  the  entire  capacity  of 
the  industry  is  taxed.  At  the  bottom  of  the  real  estate 
cycle  the  industry's  capacity  largely  lies  idle. 

3)  Tradition  dominates  many  phases  of  the  industry.  It 
reflects  itself  in  such  ways  as  the  lack  of  standard 
specifications .   This  increases  costs  all  around  — 
particularly  distribution  costs.  For  example,  there 
are  between  1200  and  1500  patterns  of  lock  hardware; 
19,000  sizes  of  valves  and  pipe  fittings;  139  sizes  and 
kinds  of  paint  brushes;  18  kinds  of  slate  laundry  tubs; 
32  thicknesses  of  one  inch  board. 

4)  Labor  costs  are  high  on  an  hourly  rate.  Building  trade 
union  labor  is  strongly  unionized.  It  is  divided  into  so 
many  crafts  that  frequently  it  results  in  inefficiency. 
Union  struggles  over  jurisdiction  increase  costs  for  con- 
tractor and  owner  alike.  The  payment  of  a  standard  wage 
in  a  skilled  occupation  without  regard  to  differences  in 
efficiency  is  another  item. 

5)  High  taxes . 

6)  Building  codes  sometimes  entail  a  serious  addition  to 
costs . 

7)  The  consumer  himself  is  occasionally  one  of  the  major 
causes  of  high  costs.  Too  frequently  owners  undertake 

to  build  a  new  home  without  proper  preparation  and  knowl- 
edge of  the  operation.  Having  once  decided  to  build, 
most  people  insist  on  speed  even  though  it  increases  costs. 

The  prime  reason  for  higher  costs  from  the  owner's  view- 
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point,  however,  comes  from  his  sometimes  unreasonable 
insistence  on  individuality.   Changing  plans  after  oper- 
ations conmence  is  always  costly.  Only  a  minority  of 
home  builders  in  the  United  States  seek  professional  ad- 
vice from  an  architect  before  building. 

8)   The  concentration  of  leasing  dates  on  one  or  two  days  of 
the  year  disorganizes  the  industry  more  than  is  generally 
supposed.   It  requires,  for  example,  rush  work  on  paint- 
ing and  repairs  at  a  time  when  there  is  an  active  demand 
for  labor  for  new  construction.  This  disorganization 
reaches  back  to  the  building  contractor,  the  landlord, 
the  architect,  building  workers  and  material  producers. 

All  who  are  interested  in  the  building  industry  agree  that  costs 
are  too  high  but  there  is  no  unanimity  of  thought  on  how  they  can 
be  brought  down.  There  appear  to  be  few  possibilities  for  worth- 
while reductions  except  in  the  cost  of  the  structure.  These  pos- 
sibilities naturally  fall  in  the  categories  of  labor,  materials 
and  organization  of  the  industry.  A  rough  classification  of  the 
possibilities  might  be  the  following: 


1) 

2) 
3) 
4) 


5) 
6) 


Lower  material  prices  by  the  producer. 

Lower  labor  costs  —  reduction  in  hourly  wages  of  labor, 

lifore  efficient  planning  of  the  house  structure. 

Mass  building  operations  to  secure  greater  efficiency 

and  to  reduce  material  costs  through  mass  purchasing 

power. 
Changes  in  the  distribution  system,  and 
Use  of  more  labor  saving  devices  on  the  building  site. 


1)  Lowering  of  Material  Prices  by  the  Producer 

The  cost  of  plumbing,  heating,  and  other  accessories  now  com- 
prises a  substantial  proportion  of  the  total  cost  of  the  hous- 
ing structure.  Since  these  items  are  already  produced  on  a 
mass  production  basis,  their  manufacture  does  not  offer  oppor- 
tunities to  reduce  costs  as  much  as  those  parts  of  the  building 
process  which  have  not  been  industrialized.  This  is  shown  by  a 
similarity  in  the  price  movements  of  building  materials  and  all 
commodities .  Even  if  we  could  decide  that  building  material 
prices  should  be  reduced,  there  would  remain  the  question  of 
how  to  make  these  reductions  in  order  to  stimulate  an  increase 
in  volume  which  would  offset  them. 

A  reduction  in  the  selling  price  of  those  items  which  are  first 
in  the  line  of  production  and  distribution  will  not  benefit  the 
home  builder  to  the  same  degree  that  a  reduction  will  from  the 
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retailer  or  in  other  costs  incurred  at  the  site  of  construction. 
Suppose  a  lumber  producer  reduces  prices  by  10^.  Such  a  reduc- 
tion would  probably  reduce  his  profits  to  a  point  Tfihere   a  100^ 
increase  in  volume  would  be  necessary  to  offset  the  lower  profit 
margin.  By  the  time  the  lumber  on  which  the  10^  reduction  in 
price  has  been  made  reaches  the  home  builder  the  price  the  lat- 
ter pays  for  the  product  consists  about  half  of  the  #iolesale 
value  received  by  the  lumber  producer  and  about  half  transporta- 
tion and  other  costs;  hence  a  10^  cut  in  the  v*iolesale  price  of 
lumber  becomes  a  reduction  in  price  of  about  1%   to  the  home 
builder. 

As  a  practical  matter  there  are  few  if  any  possibilities  in  this 
direction,  especially  at  the  present  time  of  increasing  wages 
paid  to  factory  labor  and  a  generally  advancing  commodity  price 
structure. 

2)  Lower  Labor  Costs  -  Reduction  in  Hourly  Wages  of  Labor. 

The  widest  possibilities  for  reductions  are  to  be  found  in  labor 
costs.  Labor  rates  not  only  are  out  of  line,  but  any  reduction 
could  be  entirely  carried  through  as  a  decrease  in  the  cost  of 
the  final  product.  A  possible  reduction  in  labor  hourly  rates 
cannot  be  discussed  from  the  point  of  view  of  economics  alone, 
for  it  immediately  runs  into  strongly  emotional  considerations. 
The  home  builder  of  modest  proportions  whose  daily  wage  is  not 
very  large  is  apt  to  fail  to  understand  why  he  should  pay  a 
carpenter  a  daily  wage  several  times  yiiat  he  receives.   The 
home  builder  looks  on  it  simply  as  rates  per  hour.   The  laborer, 
on  the  other  hand,  sees  it  from  the  point  of  view  of  average 
weekly  or  monthly  return. 

If  the  line  in  Chart  9  showing  hourly  wage  rates  is  superimposed 
upon  Charts  14  and  15  giving  the  trend  of  building  in  257  cities, 
it  becomes  evident  that  -BAiile  labor  has  maintained  its  rate  of 
pay  it  has  suffered  an  acute  decline  in  yearly  income. 

From  this  it  is  simple  to  suggest  that  labor  rates  should  come 
down  in  order  to  make  possible  a  greater  volume  of  building, 
but  again  we  come  across  substantially  the  same  consideration 
we  found  in  the  case  of  the  lumber  producer.   Total  material 
costs  exceed  total  labor  costs.  There  is  strong  reason  to  be- 
lieve that  a  reduction  in  labor  rates  alone  would  not  increase 
construction  sufficiently  so  that  the  net  annual  return  to  labor 
would  be  as  great  as  it  now  is.  Furthermore,  since  labor  lives 
on  a  hand-to-mouth  basis  it  has  no  effective  means  of  absorbing 
the  reduction  between  price  reduction  and  a  rising  volume  of 
construction,  even  if  it  were  certain  that  the  latter  would  fol- 
low. 
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3)  More  Efficient  Planning  of  the  House  Structure 

In  recent  years  the  architectural  profession  has  made  notable 
progress  in  more  efficient  planning  of  housing  units,  so  as  to 
obtain  the  same  livable  area  in  a  smaller  house.  It  is  apparent 
that  there  are  definite  limitations  to  this  method  of  cost  re- 
duction. 

4)  Mass  Building  Operations  to  Secure  Greater  Efficiency  and  to 
Reduce  Material  Costs  Through  Mass  Purchasing  Power. 

Numerous  instances  have  come  to  our  attention  in  the  past  year 
of  cost  reductions  made  through  a  better  organization  of  the 
building  process.  In  Meadville ,  Pennsylvania,  for  example,  202 
frame  houses  of  different  types  were  built  in  a  development  at 
a  cost  reduction  of  about  25^.  These  economies  were  achieved 
through  mass  labor  production,  large  order  purchasing  and  trans- 
portation of  materials  and  from  central  planning  and  control  of 
the  development. 

There  are  few  places  in  the  United  States  where  202  or  even  100 
houses  can  be  built  in  one  operation.  Operations  of  this  sort 
call  for  a  far  larger  investment  of  capital  per  contractor  or 
building  unit  than  the  industry  now  has .   It  can  operate  only 
in  communities  where  there  is  a  wide  and  a  clear-cut  shortage 
of  housing. 

Presumably  a  local  contractor  could  meet  a  local  need  for  new 
construction  relatively  quickly  if  he  could  carry  on  large  scale 
operations .  Then  he  would  be  forced  to  transplant  his  activity 
to  new  and  unfamiliar  areas  .  This  would  result  in  a  prohibitive 
increase  in  overhead  costs.  Furthermore,  large  scale  operations 
are  most  efficient  when  suitable  land  for  building  is  available 
in  a  large  block.  Otherwise  the  cost  of  assembly  might  be  exces- 
sive. From  the  contractor's  point  of  view  the  risks  of  large 
scale  operations  would  increase.  Selling  would  be  more  expensive 

It  must  be  concluded  that  cost  reduction  possibilities  from  mass 
operations  are  extremely  doubtful.  Individual  instances  of  suc- 
cess in  this  regard  will  continue  to  be  reported  but  it  does  not 
appear  to  be  generally  applicable  to  the  need  of  cutting  down 
costs  for  everybody. 

5)  Changes  in  the  Distribution  System 

At  the  present  time  distribution  is  for  the  most  part  made  from 
the  producer  to  the  jobber  to  the  contractor  to  the  home  owner. 
While  this  undoubtedly  is  costly,  it  is  ihe   product  of  evolu- 
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tionary  growth  within  the  industry  itself.  Over  a  period  of  time 
it  is  unlikely  that  the  distribution  part  of  the  building  supply 
business  turns  in  excessive  profits.  High  distribution  costs 
reflect  the  non-repeat  nature  of  the  building  materials  business 
and  the  large  inventory  expenses  necessary  to  carry  a  wide  range 
of  competing  products  of  varied  siees  and  styles. 

Perhaps  the  entire  building  industry  might  be  able  later  to  get 
together  and  work  out  a  more  efficient  distribution  system,  but 
as  a  practical  matter  this  is  now  impossible. 

6)  Use  of  More  Labor  Saving  Devices  on  the  Building  Site 

Any  development  of  this  sort  i^iich  would  show  worthwhile  savings 
is  bound  to  meet  the  opposition  of  the  building  trade  unions . 
Contractors  have  not  as  yet  been  able  to  fight  such  opposition. 


This  discussion  does  not  offer  much  hope  that  building  costs  will 
be  reduced  to  a  point  i^iich  would  perradt  the  current  building 
cycle  to  move  upward  without  the  retarding  influence  1iiat  high 
costs  now  exert. 

Another  possibility  of  reducing  costs,  and  for  the  long  run  a 
more  hopeful  one,  will  be  discussed  in  another  section  of  this 
study  dealing  with  factory  production  of  houses  and  standardized 
house  parts.  However,  practical  possibilities  for  making  a 
change  in  residential  costs  do  not  appear  to  be  available  soon 
enough  to  eliminate  the  resistance  to  operations  that  we  are  al- 
ready beginning  to  see  from  the  sharp  increase  in  costs  of  the 
last  few  months . 
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We  have  coirnnented  at  length  upon  our  practice  of  providing  housing 
for  the  middle  and  low  income  groups  from  the  second-hand  market. 
This  process  can  be  applied  up  to  a  certain  point  without  creating 
a  social  problem.  But  when  this  practice  is  considered  in  connec- 
tion with  the  fact  that  one-eighth  of  our  rental  families  must  pay 
under  #10  per  month  for  rent,  the  background  of  our  slum  areas  be- 
comes evident.  We  cannot  expect  that  wage  increases  will  take  care 
of  this  problem.  The  startling  fact  is  that  there  is  a  part  of  our 
population  too  poor  to  pay  for  housing  which  measures  up  to  the 
standards  of  minimum  decency.  For  this  group  there  does  not  appear 
to  be  much  choice.  They  must  either  live  under  substandard  condi- 
tions or  society  must  pay  part  of  their  cost  of  living. 

It  is  extremely  doubtful  that  decent  housing  can  be  provided  by 
private  enterprise  for  this  submerged  part  of  our  population.  A 
rei:-rt  of  the  New  York  State  Board  of  Housing  in  1932  showed  that 
only  1.7^  of  all  of  the  apartments  built  in  New  York  during  1927/30 
rented  for  less  than  |12.50  per  room.  Low  cost  housing  at  $10  or 
even  $5  monthly  rental  per  room  will  not  do  for  this  income  class . 
On  -tiie  average  this  group  contained  more  than  five  persons  per  fam- 
ily. The  problem  seems  to  lead  to  a  subsidy  in  one  form  or  another, 

There  has  been  considerable  publicity  given  to  various  examples  of 
low  cost  housing  in  the  last  few  years.  As  examples  of  housing  for 
the  low  income  class  these  projects  have  not  been  very  successful 
because  their  occupants  have  not  been  restricted  to  the  low  income 
groups .  Too  many  people  of  relatively  high  incomes  crowded  into 
them  in  order  to  save  money  for  other  purposes. 

If  selection  for  occupancy  in  these  dwellings  is  made  entirely  on 
the  basis  of  need  it  may  result  in  dangerous  class  consciousness • 
It  leads  to  difficulties  in  the  local  political  machine.  Housing 
which  is  handed  out  by  the  Government  is  not  conducive  to  the  devel- 
opment of  individual  responsibility.  The  civil  war  iiiat  raged  in 
Austria  in  1933  around  the  famed  Vienna  apartments  is  an  example  of 
what  can  happen  if  the  Government  becomes  too  paternalistic  in  its 
housing  developments. 

The  problem  of  low  cost  housing  is  more  of  a  social  problenthan  one 
having  a  direct  bearing  on  the  outlook  for  the  building  supply  com- 
panies .  It  is  sufficient  to  say  that  if  we  could  build  for  the 
middle  income  groups  it  would  relieve  even  the  very  lowest  group 
because  better  housing  now  occupied  by  the  average  group  would  be 
passed  downward  to  them.  If  a  government  subsidy  is  necessary  to 
provide  minimum  shelter  requirements ,  it  would  decrease  the  neces- 
sary expenditure. 
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The  Federal  Government  has  no  clear-cut  policy  with  respect  to  low 
cost  housing.  Numerous  pieces  of  legislation  since  1933  have  ap- 
propriated money  for  such  developments,  but  the  intent  of  the  legis. 
lation  was  to  stimulate  general  recovery,  rather  than  to  carry  out 
a  general  housing  policy.  The  Reconstruction  Finance  Corporation 
was  given  the  power  to  lend  money  for  self -liquidating  projects  of 
low  rental  housing.  The  Public  Works  Administration  set  up  by  the 
National  Industrial  Recovery  Act  included  low  cost  housing  in  its 
approved  projects.  While  housing  was  not  the  primary  objective  of 
the  Rural  Resettlement  Administration  considerable  money  was  ex- 
pended in  connection  with  the  administration  of  that  Act.  All  of 
the  authorized  expenditures  for  low  cost  housing  by  all  of  these 
Acts  probably  does  not  exceed  $200,000,000.  No  account  is  here 
taken  of  the  Federal  Housing  Administration  and  the  Home  Owners 
Loan  Corporation. 

The  Wagner  Bill  which  is  before  Congress  at  the  present  time,  has 
for  its  purpose  the  establishment  of  a  Federal  housing  policy.  The 
bill  as  it  now  stands  would  set  up  local  housing  authorities  to  re- 
ceive long  term  loans  and  direct  subsidies  for  the  purpose  of  erect- 
ing housing  for  the  low  income  class.  It  is  quite  probable  that 
this  act  will  be  amended  before  it  becomes  a  law  but  in  whatever 
form  it  appears  it  will  permanently  commit  the  Federal  Government 
to  the  low-cost  housing  field. 
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Prefabrication 

A  few  years  ago  prefabrication  was  hailed  as  the  answer  to  the 
housing  problem.  Its  more  enthusiastic  followers  expected  it  also 
to  establish  a  new  industry  -Jirtiich  would  lead  us  out  of  the  depres- 
sion. There  has  been  a  signal  failure  to  achieve  these  results. 
We  no  longer  hear  that  prefabrication  will  immediately  provide  us 
with  houses  at  half  the  cost  of  the  conventional  ones  and  twice  as 
good.   It  seems  clear  that  the  forecasts  of  a  few  years  ago  will 
not  be  realized.   It  seems  equally  clear  that  prefabrication  as  a 
technique  will  exert  its  influence  on  dwelling  house  construction 
for  some  time  to  come. 

The  prefabricated  house  was  to  be  a  building  made  out  of  standard 
factory-built  units  assembled  in  any  pattern  at  the  site  of  con- 
struction. It  was  to  be  a  very  efficient  house.  Through  elimina- 
tion of  expensive  field  labor  and  savings  from  factory  production 
it  was  to  be  a  cheap  house.  It  was  to  be  replaceable  and  removable. 

The  essential  difference  between  a  conventional  and  a  prefabricated 
house  is  primarily  one  of  method  of  assembly.  A  house  is  a  struc- 
tural frame  covered  on  both  the  inside  and  outside.  In  the  conven- 
tional method  the  frame  is  made  and  the  covering  is  applied  on  the 
Job.  In  prefabrication  the  structural  frame  and  its  covering  are 
made  in  a  factory.  The  completed  sections  are  then  shipped  to  the 
site  of  construction  and  put  together.  The  savings  of  the  prefab- 
rication process  come  from: 

1)  Shop  assembly  is  cheaper  because  it  permits  the  use  of 
materials  and  processes  which  cannot  be  employed  on  the 
job  site.  Increased  capital  equipment  can  be  used  to 
stamp  out  or  roll  out  a  superior  product. 

2)  Savings  on  the  construction  site  - 

a)  Decreased  labor  expense. 

b)  Replacement  of  the  cut-try-and-cut-again  method. 

c)  Decreased  cost  in  handling  materials. 

The  blunt  truth  is  that  prefabrication  as  it  was  conceived  original- 
ly has  been  a  failure.  It  is  pertinent  to  inquire  why  the  practical 
results  did  not  measure  up  to  the  theoretical  possibilities: 


¥ 


2) 


3) 


4) 


1) 


The  prefabricators  assumed  that    it  would  be  necessary  to 
turn  tiie  building   industry  inside  out.      Single  organiza- 
tions were  to  combine  fabrication,  selling  and  assembling 
of  dwelling  units.     There  was  no  attempt  made  to  utilize 
the  existing  framework  of  the   industry.     Consequently, 
there  was   no  way  to  achieve  the  mass  production  ihat  was 
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essential.  If  the  existing  structure  of  the  industry 
is  not  used  then  the  prefabrication  industry  must  start 
off  fully  grown.   It  will  have  no  opportunity  to  go 
through  a  period  of  growth. 

Unorthodox  treatment  of  the  housing  unit  has  not  been 
accepted  by  the  public.  Demonstrations  of  the  prefab- 
ricators' art  led  to  many  visitors  but  few  purchasers. 

Passive  attitude  of  architects  and  building  supply  com- 
panies. "When  there  are  signs  that  prefabrication  will 
be  a  success  labor  will  join  these  two  groups  in  firm 
opposition. 

Unless  the  existing  framework  of  the  industry  is  used 
it  will  be  necessary  to  set  up  a  new  marketing  system. 
So  long  as  the  public  does  not  accept  the  factory  job 
as  readily  as  the  conventional  one,  consumer  resistance 
will  probably  make  marketing  expenses  higher  than  at 
present.  This  factor  alone  would  have  prevented  success, 
even  if  the  fabricating  problems  had  been  successfully 
handled . 

Most  items  used  in  house  construction  today  are  shop  fabricated, 
except  the  structural  shell.  Only  the  simplest  and  largest  parts, 
such  as  floors,  partitions  and  walls  have  escaped  this  tendency. 
Housing  fixtures  and  accessories  have  generally  yielded  to  the 
factory  technique.  All  of  this  has  proceeded  naturally  and  easily 
without  extreme  dislocation  in  the  industry. 

It  seems  logical  to  believe  that  the  extensive  research  work  now 
going  on  concerning  the  factory  process  may  result  in  the  applica- 
tion of  factory  technique  in  some  degree  to  the  lev^er  structural 
parts  of  the  house.  If  research  is  successful  in  gradually  incor- 
porating such  a  development  into  the  existing  framework  of  the  in- 
dustry significant  contributions  might  be  made  to  cost  reductions. 
While  this  may  be  in  part  a  pious  hope  it  appears  to  be  in  the 
long  run  the  only  possibility  of  reducing  housing  costs  to  our 
ability  to  pay.   There  are  no  grounds  for  believing,  however,  that 
this  evolutionary  development,  if  it  continues,  will  make  any 
great  difference  in  the  present  building  cycle. 
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Building  Finance 

During  the  boom  of  the  past  decade  financing  and  construction  methods 
were  unsound.  "While  they  temporarily  boosted  building  volume  they 
brought  considerable  harm  later  on.  Methods  were  short-sighted  in 
many  ways  - 

1)  Lenders  paid  little  attention  to  the  borrower's  ability  to 
pay  the  amount  of  the  mortgage.  The  irapprtant  thing  was 
the  appraised  value  of  the  property  in  relation  to  the 
loan.  Appraisals  were  frequently  fictitious. 

2)  Most  mortgages  were  short  term.  Few  borrowers  could  li- 
quidate within  three  or  five  years,  which  was  the  usual 
maturity.  This  not  only  subjected  borrowers  to  excessive 
renewal  fees  and  left  them  at  the  mercy  of  the  money  mar- 
ket, but  it  assured  a  general  crisis  for  creditors  and 
debtors  alike  when  the  business  cycle  had  turned  downward. 

3)  First  mortgages  were  made  so  conservatively  that  they 
defeated  themselves  .  Few  builders  can  make  a  down  payment 
of  50%,     Borrowers  were  driven  to  use  second  mortgages  . 
Interest,  fees,  and  discounts  on  this  method  of  financing 
made  the  cost  so  high  that  it  materially  weakened  the  bor- 
rower's ability  to  meet  his  obligations. 

4)  Borrowers  and  lenders  did  not  give  enough  attention  to 
quality  of  construction.  Many  real  estate  developments 
were  poorly  built. 

5)  Financing  hotels,  apartment  houses,  and  office  buildings 
was  so  easy  that  frequently  projects  were  built  to  give 
the  contractor  a  profit  and  the  finance  house  a  fee . 

These  practices  reached  their  highest  point  of  unsoundness  in  the 
flotation  of  real  estate  mortgage  bonds  and  certificated  mortgages . 
The  money  market  accepted  uncritically  a  huge  volume  of  this  type 
of  financing.  Much  non-residential  building  of  the  period  1925- 
1929  bore  little  relationship  to  the  demand  for  building  space. 
The  result  was  an  unusually  high  loss  ratio  for  those  who  purchased 
these  obligations . 

7fe  have  not  thus  far  found  a  type  of  obligation  that  will  finance 
on  a  sound  basis  the  large  volume  of  speculative  building  financed 
on  an  unsound  basis  in  the  twenties  by  the  use  of  these  methods. 
Until  we  do  so,  construction  will  have  difficulty  in  recovering  to 
previous  levels . 
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A  low  ratio  of  a  mortgage  loan  to  the  property  securing  it  cannot 
assure  safety  for  the  borrower  or  the  lender  in  a  critical  period, 
when  practices  such  as  these  are  prevalent.  Mortgage  security  is 
based  upon  the  belief  that  the  pledged  property  can  be  sold,  if 
necessary,  to  cover  the  amount  of  the  loan.  In  the  twenties  the 
factors  which  influenced  the  general  real  estate  market  were  not 
considered  in  calculating  a  safety  factor. 

One  of  the  important  characteristics  of  the  real  estate  market  is 
that  only  a  small  percentage  of  the  total  dwelling  units  standing 
are  turned  over  each  year.   The  demand  side  of  the  market  is  rela- 
tively inelastic.  Demand  is  not  materially  increased  by  a  minor 
decline  in  price.  The  inevitable  effect  of  short  maturities  was  to 
increase  the  supply  of  houses  coming  into  the  market  at  the  very 
time  when  demand  was  most  restricted.   It  became  quite  apparent 
that  the  financial  practices  which  were  calculated  on  foreclosure 
of  a  single  home  in  a  normal  period  were  unsound  because  they  forced 
foreclosure  on  many  homes  at  a  time  of  general  deflation. 

The  maladjustment  of  supply  and  demand  in  the  housing  market  drove 
values  down  to  a  point  where  even  the  most  conservative  mortgages 
were  in  danger.  Finally,  it  became  impossible  to  sell  at  any  price. 

It  is  pertinent,  therefore,  to  inquire  as  to  the  steps  taken  to 
eliminate  the  practices  of  the  last  cycle  which  later  led  to  so  much 
trouble.  Obviously  the  solution  is  not  more  conservative  loans. 
This  would  restrict  the  buyers'  market  even  more  than  it  is  now 
restricted  by  advancing  building  costs.   Mortgage  lending  practices 
must  be  built  around  the  principle  of  decreasing  the  need  for  use 
of  the  foreclosure  process.  Vfe  must  increase  the  chance  that  mort- 
gage loans  will  be  repaid  rather  than  increasing  the  security  in 
case  they  are  not  paid. 

There  has  been  considerable  legislation  in  the  last  five  years  to 
Improve  financing  practices.   The  first  important  Federal  law  was 
passed  in  1932  when  a  Federal  Home  Loan  Bank  system  was  set  up. 
The  long  range  objective  of  this  law  was  to  make  mortgages  more 
liquid  by  setting  up  a  rediscount  process.  Amendments  were  made  to 
this  law  and  new  legislation  was  passed  for  the  immediate  purpose 
of  meeting  the  emergency.  Chief  among  these  was  the  Home  Owners 
Loan  Corporation  which  saved  many  homes  from  foreclosure.  Govern- 
ment funds  were  made  available  to  finance  mortgage  companies .   Sav- 
ings and  loan  shares  were  insured  in  a  way  similar  to  the  method 
established  for  banking  deposits. 

By  far  the  most  important  piece  of  legislation  was  the  National 
Housing  Act.  Part  of  the  provisions  of  this  Act,  such  as  the  pro- 
vision insuring  loans  for  repair  and  modernization,  were  temporary 
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measures  to  stimulate  a  revival  of  activity.   The  most  important 
part  of  the  Act  established  the  insured  mortgage  as  a  financial 
device.  According  to  the  last  report  made,  about  55%  of  the  new 
home  mortgages  of  the  country  were  being  insured  under  the  pro- 
visions of  this  Act.  The  beneficial  results  of  this  legislation 
on  the  whole  field  of  mortgage  finance  can  be  summarized: 

1)  Better  understanding  of  the  principles  and  advantages 
of  the  long  term  monthly  payment  plan. 

2)  Revival  of  the  desire  for  home  ownership. 

3)  Education  of  prospective  home  owners  in  better  archi- 
tecture, worthwhile  construction  and  neighborhood  stan- 
dards . 

4)  Individual  credit  standings  and  ability  to  pay  have 
become  more  important  factors  than  the  ratio  of  loans 
to  appraised  value. 

5)  The  monthly  payment  plan  has  been  ex-cended  to  cover 
taxes  and  fire  insurance  premiums . 

Financing  costs  have  been  reduced.  There  has  been  a  small  net  re- 
duction in  interest  rates.   The  bulk  of  the  savings,  however,  have 
come  from  the  elimination  of  excessive  fees  and  discounts.  The 
discount  facilities  of  the  Federal  Home  Loan  Bank  system,  together 
with  monthly  amortization,  have  combined  to  give  mortgages  a  liquid- 
ity  they  have  never  had  before. 


* 
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Building  Industry  in  England 

It  is  a  matter  of  common  knowledge  that  the  building  industry  in 
Great  Britain  has  contrasted  favorably  with  building  performance 
in  the  United  States,  Contrary  to  the  experience  in  this  country- 
building  has  lead  recovery,  having  been  one  of  the  main  contribu- 
tors to  a  rise  in  purchasing  power  which  has  carried  general  ac- 
tivity along  with  it.  In  the  United  States  building  has  trailed 
the  increasing  general  industrial  activity.  In  fact  building  did 
not  turn  up  until  other  elements  in  the  economy  had  substantially 
increased  public  purchasinjg  power. 

Great  Britain  began  a  planned  attack  on  its  housing  problem  in 
1919.  The  shortage  of  houses  at  the  close  of  the  War  provided  the 
impetus  for  this  development  but  its  background  extends  into  -ttie 
past  for  nearly  a  century.  Various  efforts  were  made  and  laws 
passed  as  early  as  1830  to  do  something  about  the  low  housing  stan- 
dard T«diich  England  inherited  from  the  Industrial  Revolution.  Most 
of  these  were  of  the  philanthropic  type  which  did  not  succeed  in 
making  anything  better  than  a  mere  indentation  in  the  problem. 

By  the  close  of  the  War  the  housing  problem  had  become  one  of  gen- 
eral recognition,  so  that  it  became  politically  expedient  to  do 
something  about  it.  Perhaps  it  would  be  more  nearly  correct  to 
say  that  it  became  politically  inexpedient  not  to  do  anything  about 
it.   This  contrasts  with  the  prevailing  American  attitude  where  the 
initial  efforts  of  the  Administration  in  the  housing  field  have 
been  based  upon  its  notions  of  social  value  and  the  possible  con- 
tribution of  building  activity  to  recovery.  Housing  in  this  coun- 
try has  not  yet  reached  a  point  "vdiere  there  is  a  widespread  and 
insistent  demand  that  the  Government  "do  something  about  it". 

England  began  its  political  attack  on  the  housing  problem  in  1919 
when  it  passed  the  Addison  Act  which  granted  a  subsidy  to  municip- 
alities for  housing  developments.  This  act  was  unsatisfactory  and 
was  repealed  in  1921  to  be  followed  by  major  housing  legislation 
in  1923,  1924,  1930  and  1935.   The  record  of  construction  under 
these  acts  and  by  private  means  is  as  follows  : 
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Years  to 
Sept.   50 

1919 

1920 

1921 

1922 

1923 

1924 

1925 

1926 

1927 

1928 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 


Houses   Built  in  England  and  Wales  since  1919 

Addison  Chamberlin  INheatley         Slum 

Scheme       Scheme  Scheme  Clearance 

1919  1923  1924  1930  Private 

Act  Act  Act  Act  Construction 


Total 


6,127 

67,945 

106,165 

24.998 

5,525 

1,497 

975 

527 

30 

18 

14 


) 


) 


991 

30 , 934 
78,409 
84,431 
115,073 
47,969 
80,240 


12,385 
46,489 
97,316 
53,792 
53,516 
51,310 
61,615 
62,530 
44,131 
37,214 


420 

5,146 

6,302 

15,046 

32,912 


30,000 
est. 

52,749 

73,032 

66,735 

65,689 

60,313 

84,624 

71,083 

110,375 

139,909 

132,886 

167,880 

261,168 

283,453 

274,348 


) 

) 

)      210,237 

) 

78,738 

109,491 
159,026 
197,584 
275,229 
166,415 
204,857 
161,699 
194,944 
200,562 
218,313 
313,428 
316,365 
339,538 


From  January,   1919,   through  the  housing  year  ending  September  30th, 
1936,  England  built  about  3,144,000  dwelling  units.     This   is  about 
25^  of  the  total  number  of  units  now  standing. 

» 

England  has  built  about  55^  of  all  of  the  units  constructed   since  the 
close  of  -ttie  War  in  the  last  seven  years.     This   is   a  record  unparelled 
in  the  housing  developments  of  any  other  nation.     It  has  been  stated 
that  it  was   "...perhaps  the  largest  public  achievement  of  any  country 
in  the  world  since  the  War..."* 

While  England  was  achieving   this   outstanding  record,  what  was   the 
United   States   doing?      This   country,  with  three  times  the  population ^ 
built  only  one-third  as  many  houses .     A  much  smaller  proportion  of 
houses  now  standing  in  the  United  States   comprises  new  units  added 
since  the  War.     Whereas   tte  general  housing  standards   in  Britain  have 
advanced ,   ours  have  decl ined .     Taking  the  nations  as  a  whole ,  England 
is  now  much  better  housed  than  in  1929  and  our  nation  is  much  more 
poorly  housed . 


*  Lewis  Mumford,  housing  authority, 
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Measured  by  American  standards  of  desire  for  fixtures  and  equipment 
in  a  new  house,  the  three  million  new  units  in  Great  Britain  per- 
haps are  inferior;  but  these  units  measure  up  to  minimum  standards 
of  health  and  decency  in  a  superior  way.   There  is  a  standard  type 
of  house  plan  to  which  British  building  tends  to  conform.  None  of 
the  units  contain  less  than  four  rooms .  Not  a  very  high  proportion 
have  central  heating.  There  is  no  basement.  Kitchens  are  general- 
ly small .  Gadgets  are  reduced  to  a  minimum  in  a  way  that  would  be 
unacceptable  to  American  home  builders ;  but  the  typical  unit  con- 
forms to  high  standards  of  healthful  surroundings,  sanitation  and 
space  requirements  for  sunlight  and  ventilation.   They  are  located 
within  reach  of  work.  Few  apartments  were  subsidized;  most  units 
are  cottages  in  the  country.  About  two-thirds  of  the  three  million 
units  have  gardens.  Most  important  of  all  is  the  fact  that  this 
high  housing  standard  has  been  made  available  to  the  low  income 
groups .  About  90^  of  these  three  million  units  cost,  including 
land,  less  than  $4,000;  60^  cost  less  than  $2,500. 

England's  housing  trends  reflect  a  national  housing  policy  resting 
on  two  important  factors : 

1)  Use  of  public  funds  and  public  credit  where  necessary. 

2)  Use  of  new  techniques  and  better  organization  to  reduce 
costs  and  improve  the  quality  of  housing. 

Public  credit  was  first  utilized  in  the  1919  Act  to  stimulate  the 
industry.  There  was  frequent  housing  legislation  during  the  twen- 
ties, the  last  major  acts  being  the  Sliim  Clearance  Act  of  1930  and 
The  Overcrowding  Act  of  1935.  It  is  important  to  note,  that  the 
real  boom  in  British  building  -  that  of  the  last  seven  years  -  has 
been  mostly  a  private  building  boom.  Before  1930,  35^  of  total 
units  built  were   privately  financed.  After  1930  the  proportion 
increased  to  78^  . 

In  England  some  progress  has  been  made  toward  the  development  of  an 
integrated  building  industry.  EJven  more  than  this  -  we  can  say  that 
there  was  an  integrated  attack  on  the  building  problem  not  only  by 
the  construction  industry,  but  by  all  other  agencies  that  have  an 
important  stake  in  the  building  picture,  such  as  taxing  and  financ- 
ing.  The  industry  is  not  so  much  one  of  small  businesses  with 
wasteful  practices  as  in  the  United  States.  With  higher  efficiency 
and  lower  costs  British  building  has  achieved  considerable  progress 
as  a  mass  production  industry. 
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other  significant  factors  in  building  costs  are: 


1) 


Lower  land  costs  because  the  cost  of  assembling  land  for 
projects  is  much  less  in  Britain  than  it  would  be  on  the 
edge  of  cities  in  the  United  States.  The  reason  for  this 
is  that  the  land  is  held  in  larger  parcels.  English  real 
property  is  taxed  according  to  its  income  rather  than  ac- 
cording to  its  capital  value . 


2)  Lower  unit  labor  costs.  Labor  costs  ajnount  to  from 
to  35^  of  the  total  cost  of  construction.  This  does  not 
differ  materially  from  the  proportion  of  labor  costs  in 
American  housing,  but  on  an  hourly  basis  there  is  a  great 
difference.  Skilled  labor  receives  around  40/  per  hour. 

3)  The  financial  structure  has  achieved  a  high  standard  of 
efficiency  under  the  leadership  of  the  great  '^building 
societies".  Ordinarily  these  building  societies  lend  up 
to  80^  of  the  value  of  sales  price  of  the  property.  The 
going  interest  rate  during  the  twenties  was  6%,   but  it 
has  now  been  reduced  to  4^^,  -with  a  further  reduction  to 
4^  in  a  few  places . 

These  building  societies  are  now  lending  95^  of  the  prop- 
erty cost,  but  the  15^  excess  over  the  standard  80^  mort- 
gage is  guaranteed  by  the  builder.  Some  have  questioned 
the  wisdom  of  such  large  advances,  but  the  building  soci- 
eties rely  for  protection  upon  very  careful  scrutiny  of 
the  standing  of  the  purchaser  of  the  property  and  the 
builder  who  guarantees  the  additional  15%,      The  British 
home  mortgage  borrower  is  a  superior  credit  risk  because 
he  is  not  affected  by  temporary  considerations  when  he 
purchases  the  home.  All  mortgages  are  amortized  monthly 
or  weekly. 

4)  Building  costs  declined  about  10^  from  the  late  twenties 
to  1932  niheTi   the  private  building  boom  started. 

It  must  be  kept  in  mind,  however,  that  a  British  house  costing 
|2,500  does  not  imply  the  same  type  of  house  that  #2,500  implies 
in  America.  Its  general  standards  for  healthful  living  are  superi- 
or, but  the  absence  of  some  things  that  we  consider  essential  does 
not  permit  a  direct  comparison  of  average  costs  per  dwelling. 

It  has  been  estimated  that  a  more  or  less  standard  type  of  house 
will  cost  from  $1,250  to  |l,500  to  build.  The  building  supply  ex- 
penses for  a  comparable  house  in  the  United  States  would  not  differ 
very  much,  but  the  additional  features  that  the  American  builder 
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would  insist  upon,   such  as  a  basement  and  central  heating,  would 
add  another  |l,200  to  the  cost;   and  added  labor  at  higher  rates 
would  increase  the  cost  still  further  by  |l,000  to  a  total   of 
$3,700. 


Summary 

"The  Economist"  has  stated  that  British  consumers  after  1927  had 
more  money  to  spend  on  housing  because  of  a  gap  between  the  cost 
of  living  and  national  income.  Betweeai  1927  and  1932  the  total 
of  wages  and  salaries  decreased  $320,000,000.  In  the  same  period 
expenditures  on  food,  clothing  and  other  necessities  fell  |l,530,000,000. 
This  increased  the  effective  purchasing  power  for  housing. 

A  second  reason  for  the  British  building  boom  is  that  the  organi- 
zation of  the  industry  was  such  that  not  much  of  this  purchasing 
power  was  offset  by  higher  building  costs.  Unlike  the  United  States, 
the  industry  builds  houses  for  occupancy  by  the  lower  income  groups . 

In  short,  the  boom  has  continued  in  Great  Britain  because  it  con- 
tinues to  be  as  cheap  to  build  as  to  rent. 


^-Ji 
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SUMB4ARY  -  RESIDENTIAL  SECTION 


No  better  summary  of  the  disabilities  of  the  building  industry 
has  been  made  than  the  following  one  from  "Fortune": 

" . . .And  from  beginning  to  end less  organization  and  less  con- 
trol is  shovm  than  in  a  child's  game  of  marbles.  A  prospective 
owner  appears  with  a  few  descriptive  sentences,  maximum  figure 
and  a  photograph  of  a  fireplace  in  Salem,  Massachusetts.  On  this 
basis... the  architect  concocts  a  plan.  The  plan  is  submitted  to 
four  or  five  general  contractors  whose  chief  skill  consists  of 
their  ability  to  add  up  ihe  bids  of  sub-contractors,  make  a  charge 

for  their  overhead  and  submit money  is  then  secured  from  a  bank 

which  submits  the  plans  to  someone  who  has  built  houses  before  to 
guess  at  the  cost The  actual  building  is  done  under  the  super- 
vision of  a  man  who  is  also  building  several  other  houses  at  the 
same  time  and  who  has  no  schedule  worked  out  for  any  of  them.... 
labor  is  supplied  by  unions  which  refuse  to  assemble  materials  by 
any  method  not  mentioned  in  their  by-laws.  Meantime,  the  plans 
and  work  are  submitted  to  the  ignorant  and  usually  dishonest  in- 
spection of  the  city  authorities  who  apply  to  the  structure  a 
building  code  found  inadequate  in  1910;  and  the  owner  finds  him- 
self the  executive  head  of  a  loose  and  temporary  organization  with 
the  architect  in  -ttie  role  of  company  attorney,  the  various  sub- 
contractors in  the  roles  of  department  heads,  and  his  family  in- 
stalled as  rebellious  minority  stockholders..." 

Our  housing  problem  is  not  lack  of  building  activity  during  a  de- 
pression period,  except  temporarily.  Nor  does  -tiie  housing  problem 
consist  of  the  physical  condition  of  American  dwelling  units  or 
the  fact  that  housing  does  not  generally  have  the  improved  acces- 
sories that  have  come  to  be  associated  with  the  modern  dwelling 
unit.  The  real  housing  problem  consists  of  the  fact  that  housing 
is  going  backward  instead  of  forward  in  the  United  States .  Put 
differently,  our  inability  to  build  for  the  middle  and  low  income 
groups  means  that  we  do  not  add  dwelling  units  fast  enough  to  main- 
tain the  present  average  age  of  our  houses .   This  is  not  a  tempo- 
rary or  a  depression  phenomena  -  it  is  a  long  term  trend. 


-  100  - 


THE  OUTLOOK  FOR  BUILDING  STOCKS 


The  construction  industry  uses  a  wide  variety  of  materials.  Large 
construction  projects  of  the  heavy  engineering  or  public  works  va- 
riety usually  use  large  amounts  of  cement,  steel,  and  lumber.  Res- 
idential building  uses  more  lumber  than  any  other  division  of  the 
indusijry.  It  is  the  major  market  for  roofing,  paint,  plumbing, 
wallboard,  and  similar  products,  and  is  a  minor  market  for  cement 
and  steel.  Large  buildings,  such  as  hotels,  apartments,  and  office 
buildings,  use  all  of  these  materials. 

Many  concerns  have  a  variety  of  products  which  permit  them  to  share 
in  the  markets  for  nearly  every  type  of  construction.  In  others 
the  sales  volume  follows  the  trend  of  one  type  of  construction. 
Cement  companies  depend  chiefly  upon  heavy  construction  and  public 
works;  the  building  supply  companies  on  the  residential  division; 
the  elevator  companies  on  tall  buildings .  Some  companies ,  such  as 
the  paint  and  lumber  concerns,  sell  their  products  to  nearly  every 
division^ 

In  analysing  the  outlook  for  any  concern  the  cyclical  fluctuations 
of  the  division  of  the  construction  industry  which  provides  its 
major  markets  must  be  kept  clearly  in  mind.  Not  only  the  products 
but  the  operating  problems  of  these  concerns  differ.  Merchandising 
and  distributing  methods  vary.  In  some  divisions,  such  as  cement, 
roofing,  and  to  some  extent  wallboard,  competition  sometimes  leads 
to  price  instability.  In  other  divisions,  such  as  elevators,  plumb- 
ing, heating  and  paint  —  prices  are  generally  maintained  at  satis- 
factory levels .  ' 

The  building  cycle  pursues  its  course  largely  independent  of  move- 
ments in  the  general  business  cycle.  It  follows,  therefore,  that 
stocks  which  market  their  products  to  the  building  industry  will  ex- 
perience corresponding  fluctuations  in  their  sales  volume.  Not  only 
will  the  upward  or  downward  phases  of  their  sales  and  earnings  be 
longer  than  that  of  the  average  business  concern,  but  the  amplitude 
of  change  will  be  two  or  three  times  as  great.  Price  fluctuations 
of  building  stocks  are  wide.  The  irregular  earnings  records  that 
are  inherent  in  the  cycle  make  most  building  stocks  speculative  for 
permanent  retention.  If  the  characteristics  of  the  cycle  are  clear- 
ly understood,  however,  commitments  in  the  better  grade  building 
stocks  can  be  made  at  the  bottom  of  the  cycle  with  a  minimum  of 
speculative  risk. 

Building  shares  are  prompt  to  discount  any  anticipated  change  in 
sales  volume.   In  a  period  of  rising  building  activity  these  stocks 
characteristically  sell  at  high  price  earnings  ratios  and  yield  low 
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returns .  Anyone  who  buys  these  stocks  early  in  the  cycle  purely 
for  the  reason  that  the  upward  phase  continues  for  scT^eral  years, 
once  direction  is  established,  may  find  himself  paying  prices  for 
the  securities  which  will  be  justified  only  by  extended  holding. 
Selection  is  always  necessary,  but  it  is  especially  so  at  that 
phase  of  the  cycle  idien  conditions  are  still  depressed,  but  when 
it  is  generally  apparent  that  the  upward  phase  has  begun. 

Barly  this  year  building  stocks  were  largely  in  -that  category. 
The  upward  phase  of  the  cycle  has  been  established  and  can  be 
expected  to  continue  until  iiie  early  1940's.  Prices  of  the  stocks 
of  these  concerns  discounted  this  improreioent .  It  was  not  surpris- 
ing, therefore,  that  a  corrective  movement  started  during  a  time 
when  the  rest  of  the  market  was  generally  strong.  The  position 
of  the  leading  stocks  at  their  high  prices  of  this  year  compares 
with  the  peak  earnings  of  each  concern  in  the  last  cycle: 
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Most  of  these  concerns  reported  peak  earnings  in  1929,  although 
this  -was  not  al-ways  the  case.  The  highest  prices  for  the  stock 
of  each  company  generally  came  about  the  time  that  earnings  were 
at  their  highest  levels  . 

Wien  1936  earnings  of  each  company  are  compared  with  the  peak  of 
the  last  cycle  it  becomes  apparent  that  uniform  progress  has  not 
been  made.  A  few  concerns  have  exceeded  the  highest  earnings  of 
the  last  cycle.  For  the  most  part,  however,  they  are  consider- 
ably below  their  previous  records.  In  February  of  this  year  prices 
of  the  stocks  of  the  leading  building  supply  companies  reached 
their  highest  prices  of  the  current  cycle.  If  allowance  is  made 
for  some  concerns  whose  outlook  definitely  is  poorer  than  it  was 
in  the  last  cycle  and  for  others  whose  outlook,  due  to  expansion 
of  markets,  is  definitely  better,  the  level  of  prices  for  these 
issues  was  too  high.  They  were  high  not  only  in  relation  to  1936 
earnings,  but  with  respect  to  the  peaks  of  the  1920  cycle.  For 
the  most  part  the  market  had  discounted  improvement  too  far  in 
advance.  This  is  the  background  for  the  partial  correction  which 
has  already  taken  place. 

Care  must  be  exercised  throughout  the  remainder  of  the  building 
cycle  to  avoid  building  stocks  when  they  sell  out  of  line  with 
the  improvement  that  reasonably  can  be  expected.  When  properly 
priced  these  stocks  appear  to  have  a  favorable  outlook  for  sev- 
eral years . 


CONCLUSIONS 


Our  accumulated  housing  needs  are  enormous.  In  the  last  seven 
years  we  have  built  only  a  small  portion  of  our  residential 
requirements  to  care  for  new  population  alone.  The  rising  tide 
of  employment  is  again  bringing  a  population  shift  from  farm 
to  urban  areas.  As  the  national  income  expands  more  families 
are  lured  by  the  attractiveness  of  modern  residential  struc- 
tures .  Financial  practices  for  building  have  been  improved . 
Residential  vacancy  figures  are  beginning  to  have  an  ominous 
sound  in  many  cities.  Rents  advance  month  by  month. 

TlWien  the  building  cycle  changes  direction  it  holds  to  its 
course  for  several  years.  This  assures  an  increasing  volume 
of  business  for  the  building  supply  companies  for  sometime  to 
come.  We  are  now  in  the  fourth  year  of  the  upward  phase  of  a 
cycle  the  peak  of  which  will  not  come  until  the  194:0s. 

These  factors  are  being  widely  translated  into  unrestrained  op- 
timism for  the  building  supply  companies .  But  there  are  clouds 
on  the  horizon.  It  appears  that  this  unrestrained  optimism 
will  have  to  undergo  some  deflation.  These  clouds  spring  from 
causes  which  lie  deep  in  the  organization  of  the  building  in- 
dustry. Faced  with  a  huge  demand  for  its  product,  the  indus- 
try is  disorganized  and  inadequate.  In  spite  of  our  needs  it 
appears  that  the  total  amount  of  building  and  the  peak  of  the 
current  cycle  will  not  exceed,  nor  perhaps  even  come  up  to  the 
level  of  the  last  one.  There  are  many  reasons  for  this: 

1)  Local  labor  shortages  are  now  being  reported.  Build- 
ing has  advanced  only  half  way  to  previous  boom  years . 
It  may  be  correct  that  these  local  shortages  are 
"artificial",  but  it  seems  clear  that  labor  supply 

is  not  ample  to  lift  building  to  levels  commensurate 
with  our  needs .  Wage  rates  are  responding  to  scarc- 
ity, and  thereby  adding  further  to  the  basic  problem 
of  the  industry  -  costs . 

2)  Costs  are  advancing  faster  than  purchasing  power. 
The  Bureau  of  Labor  Statistics  has  reported  that  its 
index  of  building  material  prices  was  96.6  on  April  3, 
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as  compared  with  an  average  for  the  month  of  December, 
1936,  of  89.5.   Such  sharp  advances,  regardless  of 
their  cause ,  will  have  an  inevitable  affect  on  con- 
struction volume . 

3)  Building  is  closely  associated  with  the  creation  of 
debt.  We  start  a  new  building  cycle  with  a  real  es- 
tate debt  level  about  100?^  higher  than  in  the  early 
1920s.  Our  public  debt  has  more  than  offset  defla- 
tionary write-offs  in  the  private  debt  structure.  Our 
long  term  debt  totals,  both  public  and  private,  are  at 
the  highest  point  in  our  history. 

4)  The  magnitude  of  the  deflation  after  1929  made  it  im- 
possible to  shift  properties  from  "weak"  to  "strong 
hands"  through  the  foreclosure  process.   The  activi- 
ties of  the  Home  Owners  Loan  Corporation  supplemented 
by  forbearance  on  the  part  of  the  great  lending  in- 
stitutions saved  many  properties.   The  real  estage 
market,  therefore,  was  not  cleaned  up.  This  will  act 
as  a  brake  on  the  market  until  these  properties  are 
placed  in  permanent  hands . 

5)  The  upturn  in  building  after  the  post-war  depression 
was  aided  by  a  decline  in  food  costs.   This  permitted 
the  increasing  rental  scale  to  exert  a  full  degree  of 
stimulation  on  new  building.  This  gap  in  the  cost  of 
living  favored  the  rental  scale  and  thereby  encouraged 
people  to  build.  In  the  current  cycle,  however,  costs 
are  advancing  and  competing  with  higher  rents  for  the 
consumer's  dollar.  As  rents  continue  their  advance 
there  will  be  an  increasing  demand  for  Governmental 
intervention. 

Our  building  needs  are  so  great  that  these  hurdles  will,  to  a  de- 
gree, be  taken  in  stride.  They  cannot  fail  to  limit  the  size  of 
the  current  cycle,  however.   It  is  quite  necessary,  therefore,  to 
appraise  the  outlook  for  the  building  supply  companies  not  on  the 
basis  for  potential  need  for  new  building  but  on  the  ability  of 
the  whole  industry  to  meet  that  need. 
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HOUSING  AND  POPULATION 


Population  increase  1890-1930    {%) 

Dwelling  Units ; 

Single  family  dwellings    (%  of  total) 
Apartment  dwellings    (%  of  total) 
Vacancies    {%) 
Units   owner-occupied    (^ 

Density: 

More  than  adequate    {X  of  families) 

Adequate 

Crowded 

Overcrowded 

Condition  of  Housing; 
Good 

Minor  Repairs 
Heavy  Repairs 
Unfit  for  Habitation 

Housing  Values  -  Owner  Occupied; 

Under  |1,0-X)  {%  of  total  units) 
Under  $2,000  " 

Under  |3,000  " 

Under  $5,000  " 

Rental   Distribution; 

Under  tlO  per  month    {%  of  total) 
Under  $20  " 

Under  |30  " 

Under  $50  " 

/•^e  of  Houses  ; 

Under  10  years  {%   of  total ^ 
Under  20  yea'-s    ** 
Under  30  years    " 
Under  50  years    " 


Zanesville 
Ohio 

73 


Dallas 

Texas 

510 


71.8 

67.9 

4.1 

6.6 

8.1 

7.0 

47.0 

34.2 

64.1 

49.2 

22.3 

27.5 

12.6 

20,3 

1.0 

2.9 

30.6 

36.7 

48.4 

44.8 

19.3 

15.3 

1.6 

2.6 

9.1 

9.3 

31.9 

27.1 

53.5 

45.3 

77.0 

67.9 

30.1 

14.9 

75.8 

49.6 

93.4 

74.8 

98.6 

92.5 

16.2 

35.0 

29.6 

71.0 

46.5 

87.3 

74.7 

98.8 

APPENDIX  -  iv 


ESTIMATED  EXPENDITURES  FOR  BUILDING  CONSTRUCTION 
IN  257  IDENTICAL  CITIES 


Additions 

New 

New 

Alterations 

Year 

Res  idential 

Non-Res  idential 

&  Repairs 

Total 

1921 

1     937,000 

$     636,000 

$283,000 

$1,856,000 

1922 

1,612,000 

876,000 

297,000 

2,786,000 

1923 

2,001,000 

1,071,000 

360,000 

3,431,000 

1924 

2,070,000 

1,138,000 

300,000 

3,508,000 

1925 

2,462,000 

•       1,344,000 

233,000 

4,038,000 

1926 

2,256,000 

1,301,000 

270.000 

3,827,000 

1927 

1,906,000 

1,232,000 

341 ,000 

3,479,000 

1928 

1,859,000 

1,136,000 

310  ,000 

3,305,000 

1929 

1,433,000 

1,147,000 

353,000 

2,933,000 

1930 

601 ,000 

849,000 

249,000 

1,700,000 

1931 

425,000 

523,000 

1^9,000 

1,238,000 

1932 

103,000 

276,000 

102,000 

481,030 

1933 

91 ,000 

183,000 

108,000 

382,000 

1934 

76,000 

165,000 

136,000 

377,000 

1935 

212 ,000 

260,000 

183,000 

655,000 

1936 

473,000 

332,000 

238,000 

1,042,000 

All  of  the  above  figures  have  000  omitted . 


(1923-25  -  100) 

1921 

43.0 

53.7 

95.0 

50.7 

1922 

74.0 

74.0 

99.9 

76.1 

1923 

91.9 

90.4 

120.9 

93.8 

1924 

95.0 

96.1 

100.9 

95.9 

1925 

113.0 

113.5 

78.2 

110.4 

1926 

103.6 

109.9 

90.8 

104.6 

1927 

87.5 

104.0 

114.5 

95.1 

1928 

85.4 

95.9 

104.1 

90.3 

1929 

65.8 

96.9 

118.6 

80.2 

1930 

27.6 

71.7 

83.7 

46.4 

1931 

19.6 

52.6 

63.5 

33.8 

1932 

4.7 

23.3 

34.4 

13.2 

1933 

4.2 

15.5 

36.3 

10.4 

1934 

3.5 

13.9 

45.6 

10.3 

1935 

9.7 

22.0 

61.5 

17.9 

1936 

21.7 

28.0 

80.0 

28.5 

APPENDIX  -  V 


NUMBER  AND  PERCENTAGE  OF  FAMILIES  PRDVIDBD  FOR 
IN  DIFFERENT  KINDS  OF  DWELLINGS 
IN  257  IDENTICAL  CITIES 


DWELLING  UNITS  PROVIDED 


Year 

One -Family 

Two-Family 

Multi-Family 

All  Classes 

1921 

130,873 

38,858 

54,814 

224,545 

1922 

179,364 

80,252 

117,689 

377,305 

1923 

207.632 

96,344 

149,697 

453,673 

1924 

210,818 

95,019 

137,082 

442,919 

1925 

226,159 

86,145 

178,918 

491,222 

1926 

188,074 

64,298 

209,842 

462,214 

1927 

155,512 

54.320 

196,263 

406,095 

1928 

136,907 

43,098 

208,673 

388,678 

1929 

98,164 

27,813 

118.417 

244 , 394 

1930 

57,318 

15.145 

52,859 

125,322 

1931 

48,330 

11,310 

38,538 

98,178 

1932 

19,528 

3,400 

4,453 

27,381 

1933 

14,437 

2,124 

9,318 

25,879 

1934 

13,397 

1.457 

7,209 

22,063 

1935 

31,030 

3,023 

21,757 

55,810 

1936 

59,855 

5,328 

50.182 

115,365 

Percent 

of  All  Classes 

Index 

All  Classes 

Year 

One-Feunily 

Two -Family 

Malti-Family 

(1923-25  -  10( 

1921 

58.3^ 

17.3^ 

24.4^ 

48.5 

1922 

47.5 

21.3 

31.2 

81.6 

1923 

45.8 

21.2 

33.0 

98.1 

1924 

47.6 

21.5 

30.9 

95.7 

1925 

46.0 

17.5 

36.4 

106.2 

1926 

40.7 

13.9 

45.4 

99.9 

1927 

38.3 

13.4 

48.3 

87.8 

1928 

35.2 

11.1 

53.7 

84.0 

1929 

40.2 

11.4 

48.5 

52.8 

1930 

45.7 

12.1 

42.2 

27.1 

1931 

49.2 

11.5 

39.3 

21.2 

1932 

71.3 

12.4 

16.3 

5.9 

1933 

55.8 

8.2 

36.0 

5.6 

1934 

60.7 

6.6 

32.7 

4.8 

1935 

55.6 

5.4 

39.0 

12.1 

1936 

51.9 

4.6 

43.5 

24.9 

I 

I 


r 


Family  Units  Family  %     257 
Provided    Units   Cities 


257  Cities 

U.S. 

257 

Provided 

to  U.S. 

Year 

Population 
36,575,118 

Population 
108,207,853 

2 
33.8 

Cities 

U.S. 
446,000 

Total 

1921 

224,545 

50.3 

1922 

37,511,516 

109,872,675 

34.1 

377,305 

705,000 

53.5 

1923 

38,447,913 

111,537,497 

34.5 

453,673 

846 ,000 

53.6 

1924 

39,384,311 

113,202,319 

34.8 

442,919 

872,000 

50.8 

1925 

40,320,708 

114,867,141 

35.1 

491,222 

911,000 

53.9 

1926 

41,257,106 

116,531,963 

35.4 

462,214 

805,000 

57.4 

1927 

42,058,897 

118,196,785 

35.6 

406,095 

781 ,000 

52.0 

1928 

42,767,125 

119,861,607 

35.7 

388,678 

736,000 

52.8 

1929 

43,665,235 

121,526,429 

35.9 

244,394 

472,000 

51.7 

1930 

44,850,467 

123,091,000 

36.4 

125,322 

260,000 

48.2 

1931 

45,896,339 

124,113,000 

37.0 

98,178 

200,000 

49.1 

1932 

46,647,939 

124,974.000 

37.3 

27,381 

80,000 

34.2 

1933 

47,411,848 

125,770,000 

37.7 

25,879 

70,000 

37.0 

1934 

♦ 

126,626,000 

* 

22,063 

60,000 

36.8 

1935 

* 

127,521,000 

* 

55,810 

150,000 

37.2 

1936 

* 

128,429,000 

* 

115,365 

260,000 

44.4 

*  Not  Available 
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APPENDIX  -  vii 


TOPICAL  INDEX 


A 


Additions ,  Alterations  and  Repairs ,  chart 

Figures 
Agriculture,  index  of  volume  of  production,  chart 
Alpha  Portland  Cement  Co.,  statistics 
American  Appraisal  Company,  references  to 
American  Bankers  Association,  reference  to 
American  Federation  of  Labor,  references  to 

Building  &  Construction  Trades  Dept.  (quota  on  labor) 
American  Housing 

See  also  Housing;  and  Residential 
American  Radiator  &  Standard  Sanitary  Corp.,  statistics 
Architectural  Forum,  references  to 
Armstrong  Cork  Company,  statistics 
Associated  General  Contractors,  reference  to 


Page  No. 

73 

i,ii,v 

8 

103 

25 

32 

38,39,40 

43 

57 

103 
24,  41 
103 
25 


B 

Barber  Company,  inc.,  statistics 

Bemis,  A.  F.,  references  to 

Bricklayers,  Masons  &  Plasterers  Union  of  America  (quote  on  labor) 

Brookings  Institution,  references 

Building  Activity,  divisions  of 

Construction,  index  of  (chart) 

trend  of  in  257  cities  (chart) 
Est.  expend,  for  in  257  cities 

Costs,  England  -  factors  influencing 

Cycles ,  points  change  in 

Factors  restricting  new  building 

Finance 

Legislation  regarding 

Industry,  defined 

Industry  in  England 

Land  Values,  estimates  (Bemis) 

Material  prices,  index  of  (chart) 

and  Population  increases,  257  cities 

Residential  &  Vacancies;  erected  during  year;  %  vacant  (chart) 

Stocks ,  outlook  for 
comparative  statistics 


103 
7,57 

41 
9,77,78 

14 

11 

73 
▼ 

98 
9,11 

78 

92 

93 
3 

95 

57 

26 

75 

77 
101 
103 


d*^ 


Topical  Index  -  2 


Celotex  Company,  statistics 
Chawner,  Lowell  J.,  reference  to 
Commercial  building,  index  (chart) 

Construction  contracts  (chart) 

Construction,  estimate  of  increase  in  1937  over  1936 
Commodity,  general  index  (chart) 
Construction  (defined) 

Building,  index,  volume  and  trend  of 

Cost  indexes  (chart) 

Industrial  volume,  index  of  (chart) 
Estimate  increase  in  1937  over  1936 
Factors  influencing  increase  in  plant  capacity 

Private,  England 
Contract  Business,  Census  of  Construction  breakdown 
Contract  Construction,  defined 

Copper  and  Brass  Research  Association  (quote  on  labor) 
Costs,  average  of  new  dwellings  per  family,  257  cities 

Building  -  factors  influencing  in  England 

Low  Cost  Housing 

Lowering  of  through  prefabrication 

Residential 

Allocation  of;  reasons  they  are  high 
Crane  Company,  statistics 
Cycles,  building  -  compared  with  general  business  (chart) 

Points  change  in 


Dallas ,  Texas ,  references  to 

Debts 

Private  long  term  1912-35 

Public  and  private  long  term,   1912-35 

Dodge  Corp.,   F.  W,,   references  to 

Dwellings  and  families 

Dwelling  units   constructed  257  cities    (chart) 
Dwelling  units,   statistics   on  Zanesville  &  Dallas 
Average  dwelling  cost  per  family  257  cities 
Dwellings  built  in  England  &  Wales   since  1919 

B 

Earnings  (also  see  labor) 
Manufacturing,  index  of 
Economics  of  Shelter,  The  -  references  to 
Economist,  The  -  reference  to 
Educational  Construction 
Employment  -  See  labor 
Engineering  News  Record,  references  to 
England,  Building  industry  in 


Page  No . 

103 

20 

50 

21 

55 

26 
2 
ll,73,v 

25 

46 

55 

45 

96 
4 
3 

42 

80 

98 

88 

90 

81 
82,  83 
103 

11 
9,11 


69,  iv 

29 
30 
21,23,39,40,iii 
59, 66 ,vi,vii 
73 
iv 
80 
96 


46 

7,57 

99 

•  •  • 

111 


2,6,9,23.25,26,36,37,47,50 

95 


Topical  Index  -  3 


P 


Factories ,  conBtruction  contracts  for  (chart) 

Factors  influencing  building  activity 

Federal  Committee  on  Apprentice  Training  (quote  on  labor) 

Federal  Construction,  total 

Federal  Employment  Stabilization  Board,  reference 

Federal  Grants  and  Loans 

Federal  Home  Loan  Bank  Review,  reference 

Federal  Housing  Administration,  references 

Federal  Reserve  Board,  reference 

"Force  Account"  construction,  defined 

Foreclosures,  chart 

"Fortune",  excerpt  frcHn 


General  Commodity  Index,  chart 
Glidden  Company,  statistics 


Page  No 

21,iii 

12 

39 

19,  20 

2 

i 

31 

81,  89 

9,47 

2 

11 

100 


26 

103 


I 


Heavy  Construction,  index  of  (chart) 
Holland  Furnace  Company,  statistics 
Home  Owners  Loan  Corporation,  references  to 
Homes,  owned  and  rented,  value  of 

(also  see  Building,  Residential  Construction,  Dwellings  &  Housing) 
Hopkins ,  Harry  -  reference  to 
Hospitals  &  Institutions ,  construction  of 
House  Conmittee  on  Appropriations ,  reference 
Housing  (see  also  Building,  Resid. Construction, Dwellings,  &  Housing) 

in  257  cities 

Family  units  standing,  occupied,  potential  occupancy 

&  Incomes  in  TJ.  S. 

Low  Cost 

liational  Housing  Act 

Occupancy,  chart 

Statistics  on  Zanesville  &  Dallas 

Trends  in  England,  factors  influencing 


Immigrants  (see  also  Population) 

Number  of 
Income  (see  also  National  Income) 

and  Housing  in  the  U.  S. 
Industrial  Construction  (see  also  Construction) 

Estimate  of  increase  in  1937  over  1936 
International  Broiiierhood  of  Electrical  Workers,  reference 


8 

103 
31,32,89,93 
60 


57 

iii 
31 

72 
77 
81 
88 
98 
77 
It 
97 


64 

81 

55 
86 


»' 


Topical  Index  -  4 


J-K-L 


Page  No 


Johns  Manville  Corporation,   statistics  103 

Labor 

Increases  in  output  per  worker,  various  industries  6 

Number  of  workers  in  building  industry  33 

Quotations  re  labor  shortage  41 

Shortages,  reasons  for  37 

Trade  Union  Members  Employed  in  Construction  Industry  (chart)  40 

Trend  of  Employment,  construction, factory, durable  goods  (Chart)  35 
Wages  for  skilled  and  unskilled  labor  in  building  industry  (chart)  26 

Loans  (See Debts,  Mortgages) 

Lone  Star  Cement  Corporation,  statistics  103 

Low  Cost  Housing  88 

Manufacturing  Volume,  index  of  (chart)  8 

Production,  index  of  (chart)  46 

Market  for  Housing  76 

Meadville,  Pennsylvania  -  housing  project  86 

Minneapolis -Honeywell  Regulator  Company,  statistics  103 
Mortgages  (See  also  Debts) 

Percent  made  at  various  interest  rates  (chart)  13 

Breakdown  of  agencies  holding  mortgages  in  1934  31 

Mumford,  Lewis  -  reference  96 

N 

National  Association  Building  Owners  &  Managers,  reference  50 
National  Association  of  Building  Trades  Employers  (quote  on  labor)    44 

National  Bureau  of  Economic  Research,- references  2,  6 

National  Housing  Act  ,  reference  93 
National  Income  (See  also  Income) 

Produced  by  Construction  industry  (chart);  paid  out,  etc.  16,  17 

National  Industrial  Conference  Board ,  reference  80 

National  Industrial  Recovery  Act,  reference  89 
Non-residential  Construction 

Trend  of  (chart)  and  figures  ^  73,i,ii 

In  257  cities  v 


Other  Private  Building  (See  also  private  building)  19,  20 


Topical  Index  -  5 


Pittsburgh  Plate  Glass  Company,  statistics 
Population 

Amount  d-   rate  of  increase;  2  basic  trends  in 

And  Housing 

Increases  and  Building 

Study  of  in  Zanesville  and  Dallas 
Prefabrication 
Private  Construction,  estimates  of  various  sources 

In  England 

Trend  of 

Total ;  Federal  Loans  &   Grants  included  in 
Private  and  Public  Debts  -  See  Debts 
Private  Utilities  Construction 
Public  Buildings,  total  value  of  construction 
Public  Utilities  Contracts 
Public  Works  Administration,  reference' 
Public  Works  Contracts 

Factors  influencing  need  for 


"Railroad  Age",  reference 

Real  Estate  Activity,  chart  of 

Real  Property  Inventory,  references 

Religious  &  Memorial  Construction 

Rental  Distribution,  Zanesville  &  Dallas 

Rents,  Index  of  Residential  (chart) 

Residential  Construction  (See  also  Building  and  Housing) 

Total  of 

Building  and  vacancies;  buildings   erected  during  year  (chart) 

Costs   -  relationships   and  allocation  of 

Factors   influencing  longevity  of  individual  structures 

Housing  and  population  figures 

New  residential  construction  257  cities 

Shown  as  part  of  total   construction  (chart);  figures 

Rents,   composite  index  of   (chart) 
Rural   Resettlement  Administration,   reference 

Salaries   -  See  Earnings ,   Labor 
Sherv/^in-Williaras   Company,   statistics 
Social  and  Recreational   Construction 
Stfiuidard   Statistics   Company,   reference 
State  and  Local   Construction 
Stocks ,   outlook  for  building  stocks 
Statistics  on  various  companies 


Page  No 
103 

64 
iv 
75 
69 
90 
23 
96 
ii 
i 

19,20,i 
ii 
21 
89 
21 
54 


80 
11 
58,  62 
iii 
iv 
11 

8,i,iii 

77 

81,   82 

62 

iv 

V 

19,20,21 
11 
89 


103 
iii 

47 
19,20,i,ii 
101 
103 


Topical   Index  -  6 


S  -  (Cont'd) 


J 


oummary 

American  Housing  Structure 
Building  Costs 

Building  Industry  in  England 
Industrial  Construotion 
Population  and  Housing  Trends 
Private  Debts  and  Building 
Prospective  Shortage  of  Labor 
Residential  Section 


Tenure  of  Homes,  Farm  and  Non-Farm 
Thompson  and  Whelpton,  references 


U.  S.  Building  and  Loan  League,  references 

U.  S.  Bureau  Foreign  and  Domestic  Commerce,  reference 

U.  S.  Bureau  of  Labor  Statistics,  references 

U.  S.  Census,  references 

U.  S.  Department  of  Agriculture,  references 

U.  S,  Department  of  Commerce,  references 

U,  S,  Department  of  Labor,  references 

U.  S.  Gypsum  Company,  statistics 


Vacancies 

Percent  1919-1937  (chart) 

Percents  for  various  cities  and  by  districts 
Value  Owned  and  Rented  Homes 


Wages  -  See  Labor,  Earnings 

Wagner  Bill,  reference 

Watson,  Frank,  reference 

Wills,  Charles  T,  Inc.  (quote  on  labor) 

Works  Progress  Administration,  references 

Estimate  of  Total  Construction  Activity  in  U.S.  (chart) 

X-Y-Z 

Yale  and  Towne  Manufacturing  Con^any,  statistics 
Zanesville,  Ohio  -  Study  of  housing  in 


Pap;e  No 


63 
27 
99 
49 
71 
32 
44 
100 


58 
64,  65 


42,  80 
20 
6,26,60,72,73 
58,59,60,66 
9,58 
2,15,28 
75,  80 
105 


50 
51 
60 


89 
81 
42 

21.23,i,ii 
19 


103 
69, iv 


YOUNG      MANAGEMENT      CORPORATION 

PROVIDES  COMPLETE  INVESTMENT  MANAGEMENT  SERVICE  TO 

INDIVIDUALS  WITH  A  MINIMUM   PRINCIPAL  OF 

S  10,000  AND   RENDERS  INVESTMENT 

ADVISORY  SERVICE  TO  BANKS, 

ESTATES  AND  INSTITUTIONS. 


LINCOLN    BUILDING 

60    EAST    42nd    STREET 

NEW  YORK   CITY,    NEW  YORK 


ALBANY,    NEW    YORK 
HOME    SAVINGS    BANK    BUILDING 

BOSTON,    MASSACHUSETTS 
35  CONGRESS   STREET 

CHICAGO,    ILLINOIS 
BOARD  OF  TRADE  BUILDING 


CLEVELAND       OHIO 
UNION  TRUST  BUILDING 

PHILADELPHIA,    PENNSYLVANIA 
FIDELITY-PHILADELPHIA  TRUST   BUILDING 

PITTSBURGH,    PENNSYLVANIA 
OLIVER  BUILDING 


Date  Due 


lUfcR  1 7  1995 
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